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European defence 
Eurofighter is key to 
consolidation 
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FT Interview 
Jack Greenberg buffs 
up the golden arches 
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Do IMF ballots help the 
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Business and the Euro 



Today's FT launches a weekly page examining 
the impact of the new European currency, the 
Euro, on business and finance. Page 19 
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Malaysia PM fires 
deputy following 
clashes over policy 

Malaysian deputy prime minister 
Anwar Ibrahim was fired and 
placed under investigation by 
police aft®- months of economic 
i policy differences with premier 
Mahathir Mohamad. Page 14; 
From future PM to police sus- 
pect, Page 8 

WaigeJ promises to cuts 
Germany finance minister Theo 
WaigeJ promfsed business and 
personal tax payers “significant” 
net tax cuts If Chancellor 
Helmut Kohl's coalition govern- 
ment won this month’s election. 
Page 2 

’Morning after 4 piB approved in US 
The US’s first “maming-after* pill 
was approved by the Food and 
Drug Administration. The pill is 
designed to prevent pregnancy 
when administered within 72 
hours of unprotected sex. 

UN warns on population 
The United Nations Population 
Fund warned that the world pop- 
ulation could grow as rapidly in 
the next 50 years as In the past 
50 . Page 4 

Sudan to recaH envoys from US 
Sudan said it would withdraw its 
diplomats from the US in protest 
at last month’s missile attack on 
the Al-Shifa pharmaceuticals 
plant in Khartoum. Page 4 

Strike hafts Air Canada 
Operations at Air Canada ground 
to a halt as contract negotiations 
broke off between the airline and 
its 2,100 striking pilots, who are 
seeking pay rises. Page 5 

Venezuela's reforms backed 
The Venezuelan Senate approved 
a bill which would give the exec- 
utive special powers to push into 
law a package of economic 
reforms a day before Congress 
recesses for the rest of the 
year. 

Israel's public sector unions strike 
Israel’s public sector Histadrut 
trade union federation is due to 
begin an open ended general 
strike today after the breakdown 
of pay talks. Page 4 

Student permits restricted 
The Palestinian Authority 
accused Israel of preventing hun- 
dreds of Gaza students from 
travelling to universities in the 
West Bank. Israel said permits 
were limited for seexetty reasons. 

Earthquake bRs Phffippines 
A strong earthquake shook the 
southern Philippines. There were 
no reports of casualties or seri- 
ous damage. 

Section boost for Howard 
The - Australian economy grew 
nearly 4 percent in the year to 
June, giving a boost to prime 
minister John Howard in the 
run-up to next month's general 
election. Page 8 

totemet surfers plan boycott 
Internet users in Spain plan a 
one-day users' strike In protest 
at increased telephone connec- 
tion costs. Page 6 

Hurricane heads for Florida 
Hurricane warnings were in force 
last night from the Mississippi 
gulf coast to Florida as Hurricane 
Earl reached wind speeds of 
80mph. 
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BUSINESS NEWS 

Run-up to euro 
sparks portfolio 
restructuring 

Merrill Lynch, the US investment 
bank, traded shares worth 
$4-2bn m the first six months of 
this year for European investors 
restructuring funds in the run-up 
to the introduction of the single 
currency. Page 13; Eggs in 
many baskets, Page 19 

The London International Financial 
Futures and Options Exchange, 
unveiled plans for a 10-year 
swap contract which it hopes wiH 
topple the German government 
bond future as Europe’s bench- 
mark derivative after monetary 
union. Page 13 

Kvaemer, the Angio-Norwegian 
engineering and shipbuilding 
group which acquired the UK’s 
Trafalgar House in 1996, reported 
a foil in interim profits and 
announced a reorganisation. 

Page 13; Lex, Page 12 

The Paris Bouse is the leading 
European exchange for new list- 
ings in 1998, “ahead of London 
and for ahead of Frankfort" says 
Jean-Frangots Thdodore, chair- 
man of the Soctttd des Bourses 
Frangaises. Page 14 

Cable and Wireless 
Communications, the UK tele- 
coms and cable television opera- 
tor, has outsourced its central 
management systems to IBM in a 
10 -year agreement worth £1.8bn 
($3 bn) to the US group. Page 13 

Bectricidade do Portugal, the 
power utility and Portugal’s big- 
gest listed company, reported a 
44.5 per cent increase in first-half 
net consolidated profit to 
Es62.4bn ($348m). Page 14 

Krasnapolsfcy, the Dutch hotels 
and restaurants group which this 
year took over the Golden Tulip 
chain, postponed a Fi 155m . 
($77m) share issue because of 
market conditions. Page 14 

Beijing Enterprises, the investment 
arm of tire Chinese capital's 
municipal government, defied 
Hong Kong’s credit crunch to 
sign a US$1 65m -loan facBJty on 
favourable terms. Page 13 

Psion, the UK-based computer 
manufacturer, unveiled a 
shake-up of its hand-held range 
after flat half-year profits and 
flagging sales. Page 18 

Tabacafera, the Spanish tobacco 
company, plans to spin off Its 
distribution activities into a 
separate company to be floated 
on the stock market Page 14 

London Metal Exchange stocks of 
copper rose 16,150 tonnes to 
323,550 tonnes in the largest 
one-day increase for over a year. 
Commodities, Page 24 

Total, the French oil group, 
achieved a virtually stable first- 
half result in spite of the reduc- 
tion in crude oil prices. Page 14 

Ashanti Sofaffietds of Ghana has 
offered $135m for Toronto- listed 
SamaxGokL Page 18 

tex on US companies 
Now is a good time 
to buy back stock 

Page 12 
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Clinton lin k s 
more Russian 
aid to progress 
over reforms 


By Stephen Falter said 
John ThomND hi Moscow 


US President Bill Clinton 
yesterday ended tiro days of talks 
in Moscow with Boris Yeltsin, 
the Russian leader, by promising 
to back extra international finan- 
cial support for Russia if it com- 
pleted an economic reform 
programme. 

His comment mttw as the first 
strands of a possible programme 
appeared to be taking shape, with 
Mr Yeltsin confirming that Boris 
Fyodorov, the acting deputy 
prime minister who has a reputa- 
tion as an aggressive economic 
reformer, would play an 
important role in formulating 


Markets see gains 

Stock markets across Europe 
and Asia recorded soDd gains 
after Wall Street's rebound on 
Tuesday. In Frankfort, the DAX 
Index passed 5,000 before 
closing 1.9 per cent up at 
4,946.1. In London, the FTSE 
100 index gained more than 170 
points before finishing up 66.7 at 
5,235.8. On Wall Street, the Dow 
Jones Industrial Average was up 
92.69 at 7,920.12 in early 
afternoon tracing. 

London stocks. Page 30 
Worid stocks, Page 34 


economic policy. “If the reform 
process can be completed, then I 
for one would be strongly sup- 
portive of greater assistance to 
Russia from the United States 
and the other big economic pow- 
ers.” Mr Clinton said yesterday. 

“We have a very strong vested 
interest in seeing an economi- 
cally successful Russia that is a 
full partner across the whole 
range of issues in the world." 

However, US administration 
officials said no plan for addi- 
tional aid was under immediate 
consideration because of Russia's 
political and economic uncer- 
tainty. 

They added that Russia needed 
to focus cm meeting conditions 
for the next segment of aid under 
an existing $23bn programme led 


by the International Monetary 
Fund, which might still be dis- 
bursed in late September. 

Mr Yeltsin said that over the 
coming two years economic 
reforms, if completed, would pro- 
duce results. But he denied that 
Russia would depend exclusively 
on promised support from the 
West 

Mr Clinton also held talks with 
parliamentary and regional lead- 
ers at the US ambassador’s resi- 
dence in an attempt to get a 
sense of Russia's mounting politi- 
cal crisis and to deliver the mes- 
sage that Russia could not ignore 
what he has called the Impera- 
tives of the global economy. 

The leaders of three of the four 
biggest parliamentary factions. 
including tKp Qoinmunlsts , were 
invited. Only Vladimir Zhirin- 
ovsky, the ultra-nationalist, was 
excluded. 

Alexander Lebed, the populist 
former general who governs the 
Siberian region of Krasnoyarsk, 
said he had told Mr Clinton that 
the situation in Russia was worse 
than in 1917. the year of the Rus- 
sian Revolution. 

“I told him today that the situ- 
ation in Russia is catastrophic,” 
he said. “Now we have huge 
stockpiles of poorly guarded 
nuclear weapons." 

Parliament has brought for- 
ward to tomorrow its second vote 
on whether to approve Victor 
Chernomyrdin as prime minister. 
But Mr Yeltsin yesterday reap- 
pointed the foreign, defence and 
interior ministers to the 
government 

Mr Fyodorov said the govern- 
ment faced a clear choice 
between allowing inflation to 
break out or pursuing even 
tougher reform pob'des. 

He indicated that he would 
favour introducing a currency 
board, which would fix the rou- 
ble to a hard currency by ensur- 
ing that all money in circulation 
was backed by international 
reserves. 

Mora reports, Page 2 
EfBtorial Comment, Page 11 
Warning on profits, Page 16 
Calmer mood, Page 23 


Sinn Fein to liaise 
with weapons body 


By John Murray Brawn in DuMn 
and David Wighton ta London 


Hives were raised yesterday of a 
breakthrough on the issue of ter- 
rorist weapons in Northern 
Ireland after Sinn F6ln appointed 
Martin McGuinness. its chief 
talks negotiator, to liaise between 
the IRA and John de Chastelain. 
the head of the international 
body set up to o ver se e the decom- 
missioning of terrorist arms. 

The move, welcomed by the UK 
and Irish governments, is the 
first indication the ERA may be 
prepared to cooperate in disman- 
tling its vast armoury of bombs 
and guns as part of Northern 
Ireland's peace agreement 

The announcement, coupled 
with a statement on Tuesday by 
Geny Adams, the Sinn Ffifn pres- 
ident. that “violence most be a 
thing of the past", was seen as an 
attempt to reassure sceptical 
unionists. 

Rinw F6in hopes that the move, 
on the eve of today's visit to 
Northern Ireland by President 
Bill Clinton of the US, will 
iiwre age the pressure on David 
Trimble, the Ulster Unionist 
leader who is Northern Ireland’s 
first minister, to talk directly to 
Mr Adams for the first time. 
Tony Blair, the UK prime minis- 
ter, welcomed the appointment 
as a "further important step for- 
ward” in the implementation of 
“all aspects" of the Good Friday 
agreement 

The announcement came as 


Westminster and the Irish Dali 
were both debating tough new 
security measures to counter the 
threat posed by the Real IRA, a 
breakaway republican group that 

murdered 28 people in last 
month’s Omagb bombing. 

Mr Adams and other Northern 
Ireland party leaders are due to 
meet Mr Trimble on Monday to 
Hiwmss the agenda for the recon- 
vening of the power-sharing 
assembly the following week. 

Government officials hope the 
two recent statements by Sinn 
F6in will overcome unionist mis- 
trust and allow the former terror- 
ists to take their seats in the 
shadow executive due to be set 
up later ibis month as the pre- 
cursor of the body that wiH run 
Northern Ireland from February. 

Ken Maginnis, the Ulster 
Unionist security spokesman, 
said he welcomed “every tenta- 
tive step towards the psychologi- 
cal hurdle of disarmament” but 
added Sinn Ffein was only fulfill- 
ing its obligations under the 
Good Friday agreement 

In the Commons the govern- 
ment faced cross-party criticism 
over the speed with which it 
planned to push through the 
planned new anti-terrorism laws. 

In Dublin, the Republic's new 
anti-terror laws were passed 
without a vote, with only three 
deputies, including the solitary 
ffinn Fein member, opposing 

Moslem axfles sanguine, Page 8 
Editorial comment, Page 11 
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Litter to smile about BB COnton listens to Boris Yeltsin through an in te rpre te r yesterday 


Return: Reuters 


A sorry performance 
as leaders say farewell 


By Stephen Fkfter In Moscow 


“Well, 1 must say ... we will 
witness quite a few events for us 
to be able to achieve all those 
results . . . That’s all." 

Thus, after an expectant pause. 
Russian president Boris Yeltsin 
slowly and awkwardly deflected a 
journalist's question yesterday 
about whether he would accept 
someone other than Victor Cher- 
nomyrdin as prime minister. 

Beside him in the imposing, 
domed Catherine Hall of the 
Kremlin, in front of scores of US 
and Russian journalists. US presi- 
dent Bill Clinton laced another 
question from the same journal- 
ist about bis affair with former 
White House intern Monica Lew- 
insky. 

‘That’s my answer too. That 
was pretty good.” Mr Clinton said 
with a rare smile. 

It may have been the moose lip 
soup at their official dinner the 


previous night, but this was the 
only light moment in otherwise 
plodding performances by both 
leaders. 

Mr Clinton was taking ques- 
tions for the first time since he 
admitted an improper relation- 
ship with Ms Lewinsky, while Mr 
Yeltsin, his complexion glassy, is 
struggling with. Russia’s acute 
political and financial crisis amid 
fresh rumours about his health. 

The 67-year-old Russian presi- 
dent remarked that this was the 
15th episode of their joint show. 
Tn conclusion, I would like to 
say • and I hope Bill win agree 
with me - the summit was a suc- 
cess." 

Mr Clinton either missed or did 
not appreciate the informality. 
“Thank yon very much. Mr Presi- 
dent, for your hospitality,” he 
responded. 

Soon it was back to Ms Lewin- 
sky. 

“I have acknowledged that I 


made a mistake, said that I 
regretted it, asked to be forgiven, 
spent a lot of very valuable time 
with my family in the last couple 
of weeks and said I was going 
back to work,” he said. 

Asked again whether his televi- 
sion speech conveyed his true 
feelings, he said: “1 read it the 
other day again and I thought it 
was clear that I was expressing 
my profound regret to all who 
were hurt and to all who were 
involved, and my desire not to 
see any more people hurt by this 
process and caught up in it” 

It was time, he said, to go back 
to the work of the country. 

But the country was still 
focused on Ms Lewinsky, it 
emerged yesterday that she was 
questioned for a third time last 
week by prosecutors in the office 
of independent counsel Kenneth 
Starr. 


Observer, Page 11 
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RUSSIAN ECONOMY DEPUTY PREMIER WILL PRESS HARD FOR ‘ARGENTINE MODEL’ OF MONETARY POLICY TO RESTORE CONFIDENCE IN ROUBLE 


Fyodorov says Moscow should ad<|||?ciirr(®y 


By John ThoraUU and 

Stephen Rdler in Moscow 


Boris Fyodorov, Russia's 
acting deputy prime minis- 
ter in charge of economic 
policy, said yesterday the 
country now faced a clear 
choice between renewed 
inflation or tougher reform 
In attempting to tackle its 
deepening financial crisis. 

But in the strongest indi- 
cation to date of the future 
government's economic 
thinking. Mr Fyodorov said 


be would press hard for Rus- 
sia to follow the "Argentine 
model" of recovery, institu- 
ting a currency board to 
restore confidence in mone- 
tary policy and suppress 
inflation and overhauling 
the tax regime. 

"Runaway inflation never 
led any country to prosper- 
ity," he said. “In my view 
the Argentinian model, with 
certain modifications. Is the 
only radical way out of the 
free fall" 

A currency board takes 


control of monetary policy 
out of the hands of govern- 
ment and automatically sets 
Interest rates according to 
the level of foreign currency 
reserves it holds at a fixed 
exchange rate. 

Mr Fyodorov conceded 
that at present everything 
depended on the Duma, the 
lower house of parliament 
approving Victor Cherno- 
myrdin as prime minis ter 
ami allowing a new govern- 
ment to be formed. But three 
of the four biggest parlia- 


mentary parties seem likely 
to oppose Mr Chernomyrdin 
when they discuss his candi- 
dacy for the second time on 
Friday. 

■ In "the meantime, the rou- 
ble has continued to plum- 
met falling to 12.18 to the 
dollar yesterday on 
Moscow’s small electronic 
exchange. At the beginning 
of the year, the rouble stood 
at 6.04. 

Mr Fyodorov said the 
paralysis of the hanking sys- 
tem had undermined the 


gove rnme nt's tax collection 
efforts in August Federal 
revenues foil to-RbsiLSbh-ih - 
the month, Hbs2bn short of 
expectations. The pressure 
on public finances may 
intensify this month after 
■ the International Monetary 
Fund indicated .It might 
delay disbursement of the 
next $obn tranche of its 
support loan until mid-Octo- 
ber or even later. 

One western official said 
no additional financial sup- 
port would be forthcoming 


was, in 


HjJtmentfl. - ^The interna- 
tional financial community 
just has no magic solutions 
for them. The - situation is. 
getting a. lot . worse and the 
measures they need to take 
are becoming. . much 
tougher," he said. . 

But Boris Berezovsky, ' a 
Kremlin adviser / and 
self-styled “oligarch**, said 
the west would again help 
Russia when- the new gov- 

emment relaunched reforms. 


“to that case* it is absolutely 
dear that; w^wBl get sup- 
port from the west, both 
moral wifi flnandaL” . 

The pressure on the Rus- 
sian J KWtiBMBft 
increaseethellifilflBXJd that 
the central bank wDl hare to 
print money to cover budget 
ghnrtfpTln ■■ ■' ■■■■ 

The ; Duma yesterday 
passed a motion jailing for 
the rembvaF of Sergei Dubi- 
nin,- the ' bead of the central 
bank-The criticisms were 
echoed by_ Mr Fyodorov, who 


said the. central bank had 

fi?St ~ allowed Russian hanks 

to acquire massive expo- 
sures to the forward dollar 
market and then failed to 
r estru c ture , banks to cope 
with the consequences. 

' “For instance, 75 per cent 
of the shares are taken from 
SBS-Agro [the biggest com- 
motiaT savings bank] as a 
ijwiifTi y for a credit but th»n 
it turns out that SBS-Agro is 
nothing more than a sign 
■ board and debts, with no 
property," Mr Fyodorov said. 


'Much blood, sweat and tears 5 


This is a partial transcr ipt of 
the press conference held by 
President Yeltsin and Presi- 
dent Clinton yesterday. 


Yeltsin: “Russia rejects the 
use of power methods as a 
matter of principle. Conflicts 
of today have no military 
solution, be it in Kosovo, or 
around Iraq or Afghanistan 
or elsewhere. 

“We shall have to sweat 
through much blood, sweat 
and tears before new forms 
of cooperation between our 
two great powers are found 
- reforms that would be able 
to withstand volatile circum- 
stances." 


Clinton: “1 reaffirmed Amer- 
ica's strong view that Russia 
can move beyond today’s cri- 
sis and create growth and 


good jobs, but only if it car- 
ries forward with its trans- 
formation, vith a strong and 
fair tax system, greater rule 
of law, dealing forthrightly 
with financial institutions, 
having regulation that pro- 
tects against abuses, and, 
yes, developing an appropri- 
ate safety net for people wbo 
are hurt during times of 
change. 

“to recent months, Russia 
has taken important steps to 
tighten its export controls cm 
weapons (rf mass destruction 
and the missiles to deliver 
ihi»rn [ a mt to penalise offend- 
. ers. This week. Russia 
barred three companies from 
transactions with Iran. 
Today we agreed to intensify 
our co-operation b; creating 
seven working groups on 
export controls." 


Yeltsin: “Naturally, we face 
problems basically of our 
own. We have not been able 
to do many thing s, and need 
to conclude our reforms, to 
bring them tg completion, 
and consequently to get 
results. 

“We are not saying we 
count solely on support from 
outside. No. What we need 
from the US is political sup- 
port to the effect that the US 
Is in favour of reforms in 
Russia. Certainly, we ought 
to fight our spending pat- 
terns and mismanagement" ' 


sta, and even more economic 
hardship will result. That 
does not mean you should 
not have a social safety net." . 


Yeltsin: "We're not running 
away from the position that 
we are against Nato expand- 
ing eastward. 

. “We believe this Is a blun- 
der. a big mistake, and one 
day this will be a historic 
error. Therefore, at this 
point In time, what we 
would like to do Is to 
improve relations so there Is 
no confrontation." 


Clinton: “If other political 
farces in Russia try to force 
the president to abandon 
reform in mid-stream or 
even reverse it, what I think 
will happen is even less 
money will come Into Rus- 


Ctinton: “The expansion of 
Nato should he seen primar- 
ily as nations interested in 
working together to deal 
with common security prob- 
lems, not to be ready to repel 
expected invasions." 



BH Clinton and Boris Yaftskr exchange smies during their press conference at the Kranfln yesterday 


GERMAN BANKS DRESDNER REVEALS LOSSES □ MOODY'S CUTS WESTLB RATING OUTLOOK 


New worries over risks of Russian exposure 


Germany ‘on brink 
of deflation 9 


By Graham Bowtey in Frankfort 


Concern about German 
banks' Russia exposure deep- 
ened yesterday when a large 
commercial bank revealed 
the extent of its losses for 
the first time and Moody's, 
the ratings agency, 
expressed worries about the 
country's biggest public sec- 
tor bank. 

Moody's cut its outlook for 
the strength rating 

of Westdeutsche Landesbank 
from stable to negative. 

The move i6 likely to 
switch the spotlight from 
Germany’s big commercial 
banks to the country's large 
public sector banks, which 
are backed by the German 
state. WestLB. which has so 
Ear given no public details of 
its exposure to Russia, is 
viewed as the most risky of 
the public sector banks 
because of its aggressive 


Rating agency warns of ‘ripple effect of credit crises’ on banks 


Moody's wanned yesterday 
of a “ripple effect of credit 
crises" which could hit 
European banks in their 
domestic markets even 
though, for most of them, 
direct exposure to Russia 
did not pose a significant 
risk, writes Clay Harris, 
Banking Correspondent. 

. But, said the agency, 


Russian exposure, "added to 
their existing burden of 
distressed east Asia credit," 
would put further strain on 
some banks. "The effect 
should become more 
significant if credit-crisis 
contagion turned out to be 
more extensive”. 

Moody's said it could not 
exdude a higher level, of 


provisioning for Russia than 
had akeady been announced 
by European banks. Banks' 
asset quality was most likely 
to be hurt by cre di t s to 
Russia. Losses cm 
investments in securities 
such as GKOs "could reach 
80-90 per cent, or more.” 

So far, Moody's has put 
on review for posable 


downgrading the financial 
strength ratings of Credit 
Suisse First Boston, Credit 
Agricole Indosuez and Bank 
Austria. It has also placed a 
negative outlook on the 
financial strength rating of 
Westdeutsche Landesbank 
and the deposit and financial 
strength ratings of Raiffeisen 
Zentralbank Oesterrdch. 


international expansion. 

It could heighten worries 
that the German state is 
heavily exposed to the tur- 
moil In Russia because a 
high proportion of commer- 
cial bank lending is also 
guaranteed by the govern- 
ment 

Separately. Dresdner 
Bank, one of Germany’s “big 
four" private sector banks, 


revealed it had around 
DMlbn i*570m) credit expo- 
sure to Russia that was not 
guaranteed by government 
or other institutions, against 
which it had provisions cov- 
ering 60 per cent. The expo- 
sure Included DM300ra new 
lending and DM700m 
restructured London Club 
debt that the Russian 
republic Inherited from the 


former Soviet Union. 

Dresdner said its positions 
in the Russian bond and 
GKO treasury bill markets 
were each, in the “low double 
digit million D-Marks". 
"After a fall in value of 
around DMlOOm further 
losses in these positions are 
not expected.” the bank said. 

Germany’s top banks are 
the biggest lenders to 


Russian borrowers. 

WestLB has significant 
emerging market debt trad- 
ing operations, although 
analysts said it was more 
exposed to Latin American 
countries than Russia. 

Last week Deutsche Bank, 
Germany's largest private 
sector bank, was stripped of 
its triple A credit rating by 
Standard & Poor’s amid wor- 


ries about Russia and Asia. 

All the big commercial 
banks have now presented 
details of their exposures 
and provisions to Russian 
borrowing. However, Deut- 
sche Bank has said it is con- 
sidering raising Its provi- 
sions because of the 
deteriorating situation, ft. is 
believed to have already set 
aside provisions covering 
around 50 per cent of its 
DML35bn net lending expo- 
sure to. Russia. 

Moody’s made it clear that 
WestLB’s debt and deposit 
ratings would remain 
unchanged - because of the 
bank's state guarantee. 

Deutsche Bank has said 
that its exposure to the GKO 
market was hedged. But 
there is growing uncertainty 
about such hedging instru- 
ments since in many cases 
the counterparties were Rus- 
sian hanltw- 


By Frederick StQdemarei 
hiBerifa 


Germany is teetering on the 
brink of deflation because of 
the Asian and Russian crises 
and depressed domestic 
demand, according to Heiner 
Flassbeck, chief economist 
at the Ge rman Institute of 
Economic Research (DIW). 
Mr Flassbeck Is also an 
adviser to Oskar Lafontaine, 
finanra* spokesman for the 
opposition Social Democrats. 

Tha DIW says Germany’s 
August 0.7 per cent year-on- 
year rise in prices is decep- 
tive as it is padded by a rise 
In VAT. The “real" rise is 
more likely to be around 0.2 
per cent When the tendency 
of official statistics to over- 
state price rises by around 
three quarters of a paint is 
taken into account, Ger- 
many is “already in the neg- 
ative area". . . 


The DIW blames falling 
nominal wages for poor 
domestic demand and is call- 
ing for an immediate inter- 
est rate cut. Mr Flassbeck 
accused the Bundesbank, the 
central bank, of being quick 
. to react to -signs of inflation 
but slow to recognise the 
threat of deflation. 

Mr Flassbeck said “a beg- 
gar-my-neighbour wave of 
devaluations" on Germany's 
eastern borders would signif- 
icantly hurt Europe's biggest 
economy, as 10 per cent of 
German exports went to cen- 
tral and eastern Europe. 

Mr Flassbeck warned that 
Germany might bring a 
deflationary situation into 
the European single cur- 
rency, the euro, when it was 
launched in January. He 
called for foe European Cen- 
tral Bank to set low interest 
rates and for more coordina- 
tion among member states. 


GERMAN ELECTION PROMISE DESIGNED TO WRONG-FOOT OPPOSITION SPD AT START OF TWO-DAY PARLIAMENTARY DEBATE 


SINGLE CURRENCY 'CLEAR BENEFITS' SEEN 


Waigel pledges DMlObn tax cuts 


By Peter Nonnan hi Bom 


Theo Waigel, Germany’s 
finance minister, yesterday 
promised business and per- 
sonal tax payers “signifi- 
cant" net tax cuts totalling 
DMlObn ($5.7bn) from the 
start of next year. IT Chancel- 
lor Helmut Kohl’s' Coalition 
government wins this 
month’s general election. 

In a move designed to 
wrong-foot the opposition 
Social Democratic party at 
the opening of a two-day par- 
liamentary debate, Mr Wai- 
gel proposed lower tax rates 
broadly matching those in 
the SPD’s election manifesto, 
but as a first step to a bigger 
tax reform. 

With just over three weeks 
to the September 27 election, 
the chancellor's centre-right 


coalition continues to lag 
behind a putative coalition 
of the SPD and the environ- 
mental Green party in opin- 
ion polls. 

Mr Waigel, showing the 
same optimism about the 
election outcome as Mr 
KohL said the government, 
once reelected, would legis- 
late to cut the bottom 
income tax rate to about 20 
per cent from 25.9 per cent 
and the top income tax rate 
to 47-48 per cent from 53 per 
cent, on January 1, 1999. 

He pledged to cut the top 
tax on business income as 
well as the corporation tax 
rate on retained earnings to 
40 per cent from 47 per cent, 
bringing German business 
taxes nearer the interna- 
tional norm. Corporation tax 
on distributed profits would 


Call to 28 from 30 per cent. 

Mr Waigel disclosed the 
tax plans in parliament 
while introducing the 1999 
federal budget wbich pro- 
poses to boost federal spend- 
ing by just 0.4 per cent to 
DM465 ^bn next year. 

The lower tax rates would 
make Germany more com- 
petitive as a business base in 
the euro area and increase 
incentives to work, he said. 
They would reduce revenues 
by a gross DM20bn next 
year, but the government 
would claw back DMlObn by 
closing tax loopholes, so 
broadening the tax base. 

The reelected government 
would Introduce the tax leg- 
islation for 1999 with wider 
ranging reform plans for 
2000. German income taxes 
would then range from 15 


per cent to 39 per cent. Busi- 
ness incomes would be taxed 
at 35 per cent with a 25 per 
cent corporation tax rate on 
distributed earnings. 

Oskar Lafontaine. SPD 
leader, admitted the tax 
rates planned for 1999 were 
close to those of the SPD. 
But he said the SPD plans 
would benefit ordinary work- 
ing Camilles and strengthen 
domestic demand. He 
accused Mr Waigel of Calling 
to say how be would finance 
his planned cuts. 

The government's 1999 
draft federal budget came in 
for criticism from Oswald 
Metzger, a Green budget 
spokesman who had the rare 
distinction of being praised 
by Mr Kohl In a newspaper 
interview last week. 

Warning of problems if 



-zone: an 




oasis of calm 


By Richard Adams, 
Economics Staff 


Chancallor Helmut Kohl watches yesterday’s debate 


growth slowed to less than 
2.5 per cent. Mr Metzger 
accused Mr Waigel of delay- 
ing debt repayments and 
building up huge future lia- 
bilities by committing the 
federal government to pay- 
ing the pensions of thou- 
sands of postal workers. 


Mr Waigel .said. Germany 
could afford the planned tax 
cuts without breaking the 
Maastricht Treaty limits on 
new borrowing or the 
"golden rule” in its constitu- 
tion that says new federal 
borrowing must not exceed 
investment 
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A severe bear market is something to fear 


Philip Coggan wonders whether current 
stock market crashes will plunge to past 
depths of financial dislocation 


A full bear market in ah its 
horror is something that 
investors in the US and 
Europe have not seen for a 
generation. The crash of 1987 
offered a glimpse but the fall 
in share prices was 
short-lived and the effect on 
the real economy was rela- 
tively limited. 

The standard definition of 
a bear market is a fell of 20 
per cent In prices, which 
means that several Euro- 
pean markets - Frankfort, 
Madrid and Zurich - have 
already qualified since their 
July peak. It has not yet hap- 
pened in the US. but only if 
you measure the stock mar- 
ket by the Dow Jones Indus- 
trial Average of 30 leading 


shares. The Russell 2000 
index of smaller stocks has 
declined 29 per cent from its 
high in AprlL 

The latest work on the 
subject* estimates that, by 
this definition, the US has 
experienced around 25 bear 
markets this century, or 
around one every four years. 

But many of these declines 
would not fall into the 
severe bear market category. 
In a severe bear phase, the 
share price decline is so 
sharp that recovery takes 
years, not months and the 
financial dislocation has sub- 
stantial effects on the real 


economy. 

For an example of a severe 
bear, one need look no fur- 


ther than Japan, where the 
Nikkei 225 average stands at 
less than half its 1989 peak 
level and the banking sector 
is still suffering from the 
impact of the market’s 
fall. 

Probably the two classic 
bear markets of the century 
occured between. 1929-1932 
and 1973-1974. The sheer 
duration and scale of those 
declines ruined many inves- 
tors. The US market's low 
did not occur until three 
years after “Black Thurs- 
day" in October 1929 and the 
Dow Jones Industrial Aver- 
age did not reclaim its peak 
level until 1954. 

Those who believe, as 
now. that it makes sense to 
“buy on the dips” were bit- 
terly disappointed. The 34.9 
per cent fell in the UK mar- 
ket in 1973 did not represent 
. a buying opportunity, since 


shares fell a further 54.7 per 
cent in 1974. 

Such severe drops have a 
particularly adverse effect 
on those who have borrowed 
money to invest In the mar- 
feet 

In 1929, many investors 
were operating on margin 
accounts, through which - 
they only had to put up 10 
per cent of the cost of the 
holdings. When share prices 
fell more than io per cent 
they not only lost all their 
capital, they had to find 
more money to cover the 
deficit. Hedge funds are 
the obvious modem equiva- 
lent or such leveraged inves- 
tors. 

The 1973-74 bear market 
was so severe because it was 
not confined to share prices. 
As the oil price rose and 
inflation soared, property 
and bonds suffered almost as 


heavily as equities. Cash is 
king was the motto of the 
era. 

Prices suffer severely, in 
such markets because inves- 
tors are forced. into selling at 
a time when it is very hard 
to convince anyone else to 
buy. The stock market starts 
to. resemble a “closing down 
sale" at a defunct high street 
store, with shares selling at 
knockdown prices. 

Few are predicting such 
conditions will occur in the 
US or Europe this time. But 
investors in Russia, where 
the RTS i nd e x has dropped 
83 per cent this year and €8 
per cent since July 20, now 
know all about bear mar- 
kets. 

"The Bear Book: Survive and 
Profit in Ferocious Markets 
by John Rotfichild, published 
by John Wiley & Sms, New 
York 


As the world’s currency 
markets have gyrated up 
and down in recent weeks, 
there has been an oasis of 
comparative calm: the 11 
members of the European 
singe currency. 

Shielded by the approach 
of the third stage of Euro- 
pean economic and mone- 
tary union (Emu) In Janu- 
ary, the euro-zone currencies 
have been protected from 
the economic turmoil buffet- 
ing foreign exchanges. But 
countries, such as Canada 
. and' Australia have seen 
their currencies weaken to 
the lowest levels ever 
against the US dollar. 

“There are now clear bene- 
fits coming from being in the 
single currency system,” 
said David Bloom, currency 
analyst at HSBC investment 
bank in London. 1 “For 
smaller economies, like Por- 
tugal and Spain, it has given 
them a financial stability 
they wouldn’t have had oth- 
erwise." 

One example- has been the 
contrast in fortunes between 
Norway, outside the Euro- 
pean Union, and Finland, a 
full member of the single 
, currency. Norway's central 
bank last month raised inter-', 
est rates to support the. 
krona, without success, after 
falling oil prices depressed 
the currency. Aggressive 
selling by overseas investors 
forced fee central bank to 
abandon its. exchange rate 
target last week.. 

Nest door, fee Finnish 
markka has ' been, relatively 
unscathed, despite sharing 
its longest border with politi- 
cally unstable Russia. Fin- 
land is a substantial com- 


modity exporter, sending 7 
per cent of its' exports to 
Russia- and 13 per cent to 
Asia, the highest proportion 
in Emu. 

“Looking back through 
history in both bond and 
currency terms. Italy and 
Spain would have been ham- 
mered by current events.” 
Mr Bloom said. The Emu cri- 
sis of 1993 caused the pesata 
and lira to depreciate 
sharply against the D-Mark. 

Had similar volatility 
occurred two years ago. 
“peripheral" Emu members 
such as Italy or Spain might 
have fared differently. “The 
.market would have . singled 
those countries out for a 
test," said Paul Meggy esi, 
head of currency strategy at 
Deutsche Bank. “Now the 
distinction between core and 
the peripheral countries has 
become less, because of the 
convergence between the 
two groups.” 

With the launch of the sin- 
gle currency fast approach- 
ing. few traders are willing 
to take on the combined 

Enra central bonks. “There 

is no point trading curren- 
cies that aren't going to exist 
in four months' time. People 
are -not . taking positions on 
the lira or pesata," said Paul 
- Chertkow, head of global 
mrtency research at Bank of 
Tokyo-Mitsubishj in London. 
- Recent- signs are that 
. international investors are 
' using the D-Mark as a safe 
haven. Japanese investors 
have been, heavy buyers of 
German .-government bonds, 
as an: Emu proxy. Mean- 
while, worries over the sta- 
bility- of Latin America, after 
Colombia's devaluation yes- 
terday; has made fee US dol- 
lar a less attractive resting 
place for capital Sows, 
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Fighting to compete in a global market 

The new combat jet will be a key product as Europe moves to consolidate its defence business, writes Alexander Nicoll 


W hen the Euro- 
fighter • is put 
through its paces 
for the crowds at the Faro- 
borough air show in 
southern England next 
week, its display will have 
greater significance than 
showing off the aerobatic 
capabilities of Europe's next 
generation combat aircraft. 

Hie aircraft is one of the 
key products at the centre of 
the rationalisation of 
Europe’s aircraft and 
defence industry. Consolida- 
tion is seen as essential in 
coping with the fall. in busi- 
ness since the end of the 
cold war and the emergence 
of .the American companies 
Boeing and Lockheed Ma rtin 
as much larger rivals 
through a rapid series of cor- 
porate deals. 

"We are seeing the first- 
moves towards the globalisa- 
tion of the industry, where 
we only have two or three 
big players globally,” says 
John Weston, chief executive 
of British Aerospace. 

It Is a much Slower process 
than most of those involved 
would like. Many uncertain- 
ties r emain , even after the 
French government’s 
announcement in July that 
it would merge Aerospatiale 
with Matra, defence arm of 
the private Lagardfere group. 
-Aerospatiale, Daimler-; 
Benz Aerospace of Germany, 
BAe and Casa of Spain hope 
next year to complete negoti- 
ations on res tr uct u ring the 
Airbus consortium into a 
single corporate entity. They 
are expected soon to 
exchange dossiers on valua- 
tion of the assets each will 
put into the new company. 

Those discussions, how- 
ever. have been overshad- 
owed in recent months' by 
moves towards a larger 
European aerospace and 
defence company of which 
Airbus would probably be 
one arm. 

Britain. France, Germany, 
Italy, Spain and Sweden - 
all the European countries 
with significant aerospace 
industries - profess to be 
committed to this goal But 
all in the industry agree that 
if ft is to be achieved. It will 
have to be done In steps - 
even a three-way merger of 
BAe, Aerospatiale and Dasa 
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would be complicated 
enough. 

Mr Weston says European 
consolidation is essential so 
that, as the industry 
becomes globalised, Euro- 
pean companies can deal 
with their American rivals 
as equals. 

“What we’re doing In 
European consolidation is 
not trying to create a For- 
tress Europe to do battle 
with Fortress America,, 
although there will be ele* 
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ments of that in the short 
term, but it's very much to 
do with taking the first steps 
towards creating a global 
entity over a 10-year period." 

As US companies market 
their products such as Lock- 
heed Martin’s -new C-130J 
Hercules transport at the 
Famborough show, there 
will be question marks over 
the possibility of creating a 
truly global company in 
Europe, given the US gov- 
ernment’s reluctance to 


award defence contracts to 
foreign suppliers. 

European companies such 
as BAe and General Electric 
Company of the UK are 
interested in Northrop 
Grumman, whose sale to 
Lockheed was recently 
barred by Washington. But 
their interest depends on 
whether the Pentagon would 
allow foreign companies to 
buy sensitive assets such as 
Northrop ’s expertise in 
“stealth" technology. 


There are also doubts 
about the pace of European 
consolidation, given the 
uncertain status of Dassault 
Aviation, the French family- 
controlled maker of the 
Mirage and Rafale, which 
has so far remained silent on 
the rationalisation issue. 

Customers, too, have to 
change their practices. Euro- 
pean governments need to 
co-ordinate procurement 
more closely so that a larger, 
consolidated defence com- 


pany can produced equip- 
ment in sufficient quantities 
to be economical. Euro- 
fighter is an example of four- 
nation co-operation, but has 
a French rival, the Rafale. 

Mr Weston argues it is 
best to consolidate while the 
order book is strong, with 
Airbus winning plentiful 
orders and production of 600 
Eurofighters getting under 
way. because healthy order 
books can motivate work- 
forces to drive improve- 


ments in productivity. 

But it is a complex, mul- 
ti-dimensional game in 
which the players are close 
allies on some levels and bit- 
ter competitors on others. 
“When it's all over we proba- 
bly ought to sit down and 
devise a computer or board 
game of it aO. It could be the 
2lst century ‘Diplomacy’." 
Mr Weston says. 


Aerospace survey, separate 
section 


Typhoon; 
a name 
with a 
heritage 

By Alexander Nicoll, 

Defence Correspondent 


Europe's new combat 
aircraft was given an addi- 
tional name yesterday: 
Typhoon. 

The manufacturers 
deemed it necessary to give 
the aircraft a brand-name 
that would be more accept- 
able globally than one 
emphasising its European 
origin. 

Eurofighter hopes to cap- 
ture a significant chunk of 
what it estimates to be a 
S7Cibn export market for 
some 600 aircraft between 
2005 and 2(£!5. The new name 
is part of the marketing 
strategy of the consortium, 
British Aerospace. Daimler- 
Benz Aerospace of Germany, 
Alunia of Italy and Casa of 
Spain. 

Although it is only for 
export, the Typhoon name is 
intended to capture the heri- 
tage of Eurofighter's prede- 
cessor. the Tornado. It also 
sounds the same in all the 
languages of manufacturers, 
each of whom has taken on 
responsibility for marketing 
the aircraft to a number of 
potential customers. 

The British and German 
air forces both flew previous 
Typhoons. The Royal Air 
Force's was a ground attack 
fighter during the second 
world war, while the Luf- 
twaffe's T&ifun was the Mes- 
serschmitt 108. a precursor 
to the more famous 109. 

Filippo Bagnato. c hair man 
of Euroflghter, said even 
before any export sales, the 
construction of the 620 air- 
craft now on order would 
involve 400 suppliers across 
Europe and 150,000 jobs at 
peak production. 

Brian Phillipson, manag- 
ing director, said Eurofighter 
had been "the most debated, 
most studied, most analysed 
programme in the history of 
the world”. But it had sur- 
vived and now had the larg- 
est procurement order for 
military aircraft currently 
under way globally. 

See Observer column 
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Israeli public sector strike starts today 


By Judy Dempsey in Jerusalem 


Israel's Histadrut trade 
union federation begins an 
open-ended general strike 
today after the breakdown 
yesterday of negotiations 
with the finance ministry 
over wage levels. 

The Histadrut, which rep- 
resents the public sector, has 
vowed to shut down minis- 
tries. schools, telecommuni- 
cations, electricity and other 
government services if Yaa- 
kuv Nee man, finance minis- 


ter, does not meet its 
demands for an 8 per cent 
pay increase. 

However, the strike, expec- 
ted to involve 300,000 work- 
ers. will also pit Amir Per- 
etz, a popular union leader 
reluctant to dismantle 
employees* privileges in the 
state sector, against a minis- 
ter determined to make the 
economy more competitive. 

Mr Neeman. who last year 
caved in to union demands 
over pension rights after a 
nationwide strike brought 


the economy to a halt, said 
he was prepared to offer the 
Histadrut about l per cent 

He is also bolding separate 
talks with teachers who 
have been on strike for two 
days over payments for over- 
night school trips. They 
want payments raised from 
Sbk50 ($13J per night to 

Shk750. Mr Neeman has 

offered them ShklOO. 

The outcome of that strike 
could influence the Hista- 
drut's tactics, since the tim- 
ing comes just ahead of Jew- 


ish holidays when many 
Israelis go abroad. 

But Mr Neeman, widely 
disliked by the Histadrut 
who believe he is contemptu- 
ous of workers, appears to be 
taking a tough line. Appeal- 
ing to public opinion, he said 
if “we have to give into the 
Histadrut. then we. the citi- 
zens, should know we will be 
obliged to pay more taxes". 
Other ministry officials said 
the government was deter- 
mined to keep inflation in 
check. 


Inflation is running at 
about 4 per cent this year, 
the lowest in 30 years. But a 
heavy public sector wage 
increase, combined with the 
recent 6 per cent deprecia- 
tion of the Shekel against 
the dollar, could push up 
inflation, something Mr Nee- 
man is determined to avoid. 

He also wants to prevent 
any si gnifican t ouflow of for- 
eign capital as investors in 
other emerging markets take 
flight because of the Russian 
crisis. Last week, the Tel 


Aviv 100 and Maof blue chip 
indices fell by 8.1 per cent 
and 9.3 per cent respectively. 

In calling the strike. Mr 
Peretz will also have to 
judge public reaction. 
Despite the pending holi 
days, be is being encouraged 
by some of Mr Netanyahu’s 
coalition partners to chai 
Jenge Mr Neeman. whom 
they resent because his polit 
ical independence in the gov- 
ernment makes him less 
beholden to the demands of 
the coalition parties. 


UN AGENCY’S WARNING FAST GROWTH MAY CONTINUE FOR THE NEXT 50 YEARS 


Population 
explosion 
‘not over yet’ 


Browing concern 

Popdafloo Jxi) momentum as a stare at flfeW poputafion growth 


By Frances Williams in Geneva 


The United Nations 
Population Fund warned 
yesterday the global 
population explosion is not 
over and that world 
population could grow as 
rapidly in the next 50 years 
as in the past 50. 

In its annual report ou The 
Stale of World Population*, 
the UNFPA said past high 
fertility rates meant that 
more young people than ever 
before are now entering 
their reproductive years. 

Though the average 
fertility rate has dropped by 
half, from six children per 
woman to three, world 
population is still growing 
by 80m a year. UN 
projections suggest that 
after passing the 6bn-mark 
in mid- 1999, world 
population will rise to 
between 7.7bn and 11.1 bn by 
2050. with 9.4bn considered 
"most likely". 

"That means population 
may grow as much or more 
in the next 50 years than in 
the past so." the report says. 
In 1950 the total number or 
people in the world was 
£.5bn whereas developing 
countries alone are now 
home to over Ubn people 


under the age of 20. 

Even if fertility rates 
immediately fell to 
replacement levels, with 
couples having on average 
only two children, the 
world’s population would 
reach around S.5bn by 2050. 
This population 

“momentum" accounts for 
two-thirds of projected 
growth on the “most likely” 
scenario. 

There are, however, 
marked differences between 
regions. In Europe, where 
fertility rates have been low 
for some time, the 
population is seen as 
peaking at around current 
levels and then declining 
over tbe next half century. 

In north America and east 
Asia, population is projected 
to stabilise after about 2020. 
But in other areas of the 
world the number of people 
is expected to go on rising 
rapidly, most spectacularly 
in sub-Saharan Africa where 
it could more than double 
from under 700m now to 
more than l.Thn by 2050. 

In sub-Saharan Africa, 
according to UNFPA, women 
still have six children on 
average compared with four 
for all developing nations 
excluding China. 
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Some 51 countries 
accounting for 44 per cent of 
the world’s population have 
birth rates at or below two 
children per couple - 
including most rich 
industrialised countries, 
China and a few other 
rapidly industrialising 
countries such as Thailand. 

By 2015, that number is 
projected to reach 88 
countries with two-thirds of 
the world population, 
assuming fertility rates 
continue to fall The report 
notes that contraceptive use 
has risen five-fold since the 
early 1960$. from 10-12 per 
cent of married couples to 60 
per cent, but says many 
unwanted pregnancies still 
result from lack of easy 
access to cheap 
contraception and family 
planning advice. 

Even small variations in 
fertility can make a huge 
difference to projections of 
the ultimate size of the 
world's population, the 
report points out. If. starting 


in 2025, fertility rates 
stabilised at 2.2 children per 
woman, the population 
would reach 18.3bn by 2150. 

If fertility stabilised at 1.8 
children per woman, the 
population in 2150 would be 
just 6.4bn or little higher 
than today. Raising the age 
at which mothers have their 
first child from 18 to 23 
would reduce population 
“momentum" by more than 
40 per cent, according to 
UNFPA, which calls for 
greater support for family 
planning and related 
programmes. 

The report also urges 
countries expecting a 
temporary bulge in the 
working-age population to 
make the most of this 
“demographic bonus" in 
order to ease the future 
burden of an ageing society. 
*The State of World 
Population 1998. Available 
from UNFPA, 220 £.42nd 
Street, New York. NY 10017. 
USA. fax + 212 557 6416. 
website www.tmfpa.org 


Khartoum to 
recall envoys 
from the US 


By Adrian Michaels 
in Wa shington 


Sudan said yesterday it 
would withdraw its diplo- 
mats from the US in protest 
at what it terms the “monu- 
mental mistake" of a missile 
attack on the Al-Shifa phar- 
maceutical s plant in the cap- 
ital Khartoum last month. 

Mahdi Ib rahim Mobamed. 
Sudan's ambassador to the 
US. said in Washington that 
he hoped the withdrawal 
would be temporary. It did 
not imply a severing of dip- 
lomatic relations but was a 
strong message of protest at 
the aggression shown 
a gains t his country's "sover- 
eignty. sanctity and territo- 
rial integrity". The US has 
maintain ed it has compelling 
evidence that the plant, 
which Sudan says was being 
used to manufacture h uman 
and veterinary medicines, 
was making precursors to 
chemical weapons, specifi- 
cally the nerve gas VX. 

US officials said they had 
been told of the diplomats' 
withdrawal a few days ago. 
They acknowledged that 
there had been increased 
efforts to demonstrate their 
evidence of the plant's 
involvement in chemical 
weapons to congressional 
leaders. This effort is in part 
being seen as a response to 
growing scepticism from a 


number of allies, includin g 
Germany and Japan. 

William Cohen, defence 
secretary, and George Tenet 
director of the Central Intel- 
ligence Agency, have briefed 
a n umb er of senators, it was 
reported this week. Mr 
Cohen and Mr Tenet were 
said to have provided new 
evidence of ties between the 
plant’s owners and Osama 
bin Laden, the man the US 
believes was behind the 
bombings of its embassies in 
Kenya and Tanzania. 

Mr Mohamed said Sudan 
planned to file a complaint 
to the International Court of 
Justice in the Hague. He said 
he would also formally ask 
US congressional leaders to 
investigate the attack and 
for a review of State Depart- 
ment policy toward Sudan. 
He said no chemical weap- 
ons were being made at any 
plant in Sudan. 

The US remains adamant 
that the plant was being 
used in the process of chemi- 
cal-weapon manufacture. At 
a recent meeting between 
the Sudanese . ambassador 
and Susan Rice, assistant 
secretary of state for African 
affairs, no apology for the 
attack was made. “She did 
not apologise, she did not 
offer to apologise and she 
did not make an offer of rep- 
arations,” a US official close 
to Ms Rice said yesterday. 


Non-aligned 
nations seek 
defined role 


By Victor Mallet in Durban 




Since the end of the cold 
war. the leaders of the 113 
states that make up the Non- 
Aligned Movement (NAM) 
have been defensive about 
its meaningless name - with 
what are they not aligned 
now that there is no confron- 
tation between East and 
West? - and groping for a 
constructive role to play in 
global politics. 

The strategy they have 
developed over the last few 
years, and strengthened at 
the NAM summit in Durban 
this week, has been to tone 
down their anti-western 
rhetoric while emphasising 
the economic grievances of 
the underdeveloped “south" 
and bringing them to the 
attention of the wealthy 
industrialised nations of the 
“north". 

A couple of years ago. 
such Third World com- 
plaints about the damaging 
effects of economic liberalis- 
ation and “globalisation" 
might have been dismissed 
as the whining of incompe- 
tent governments. 

But the economic crisis in 
the previously successful 
nations of east Asia, the tur- 
moil in Russia, the travails 
of emerging markets around 
the world and a loss of confi- 
dence in the International 
Monetary Fund as an effec- 
tive overseer of the global 
economy have given new 
weight to the concerns of 
developing countries. 

In addition to old cam- 
paigns for debt relief and 
representation for develop- 
ing countries on the UN 
Security Council. NAM 
members this week launched 
a drive to find a way of con- 
trolling volatile capital 
flows. 

While Malaysia has 
announced plans to control 
foreign exchange and stock 
market transactions, other 
states are being more mea- 
sured. They accept that glo- 
balisation cannot be wished 
away, but argue that tbe 
rapid ebb and flow of short 


term investment funds cam 
damage otherwise sound 

economies. 

South Africa - whose 
highly liquid currency, stock 
and bond markets have 
declined sharply in recent 
weeks, forcing up local inter- 
est rates - is one victim. 
Thabo Mbeki. South Africa's 
deputy president, expressed 
concern at the rapid move- 
ments of “huge sums of 
short term money". He said 
in Durban: “We want capital 
which comes and stays." 

Among the solutions pro- 
posed is one. employed until 
recently by Chile, that dis- 
courages short term invest- 
ments by requiring a specific 
percentage to be invested 
interest free at the centra) 
bank; the establishment of 
an international system of 
regulating capital flows: and 
mechanisms to increase the 
transaction costs of currency 
trading. 

“Unlike the increasing 
insistence by the North in 
every possible forum on the 
need for good governance in 
developing countries, the 
issue of global governance 
has hitherto not formed part 
of any agenda." said a report 
prepared by a group of econ- 
omists for the NAM. called 
“Elements for an Agenda of 
the South”. 

The financial chaos in 
Asia, and the market turmoil 
of the past week, appears to 
have given NAM a new 
sense of purpose after 
decades of being dismissed 
as a talking shop. Opening 
the summit yesterday. Presi- 
dent Nelson Mandela of 
South Africa appealed to the 
industrialised states to show 
compassion for the poor and 
not to remain wedded to 
orthodox economic prescrip- 
tions. “Or will these leaders 
rather tell us that the values 
of the market are supreme 
and its instruments and 
mechanisms an ineluctable 
force, in the face of whose 
power all who aspire 
towards human dignity must 
bow in respectful obei- 
sance?" Mr Mandela asked. 
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SPANISH TELECOMS PROTEST OVER PRICES 


Internet 
surfers go 
on ‘strike’ 


By David White in Madrid 


Spanish internet surfers 
have been summoned to stay 
away today in an unprece- 
dented strike movement, 
organised through the inter- 
net. to protest against the 
cost of going online. 

A "phones down" cam- 
jmipn calls on Spam’s 1.7m 
internet users to boycott the 
system for a day and leave 
their home telephones off 
the hook. Web site owners 
have been asked to change 
their home pages to give any 
wayward caller the message 
- “Page on strike”. 


Jose Manuel Villar 
sought to mollify 
the protesters by 
promoting the 
idea of a flat-rate 
monthly deal for 
internet 

subscribers. He 
recommended 
users to log on at 
night or weekends 


The protest is against 
steep increases in telephone 

charges. Internet connec- 
tions are charged in Spain at 
U« al rates, in the past kept 
low :h the cost of overpriced 
long-distance calls. The for- 
merly state-controlled com- 
pany Telefonica still has a de 
facto monopoly on local traf- 
fic. 

I-ast month, as part of 
deregulation plans, the gov- 
ernment set a new scale of 
charges. As a result, a one- 
hour daytime connection, 
previously Ptal39 (A! cents), 
pence), has gone up 126 per 


cent to Pta314. The Associa- 
tion of Internet Users, tilth 
6,000 members, is backing 
the strike. 

But it said the impetus 
came from "more or less 
anonymous” individuals, 
same connected with com- 
puter hackers’ groups. 

Three weeks ago hackers 
Invaded a news agency site 
to announce today’s protest. 
The association made clear 
it would not support calls for 
tougher protests such as 
attacks against internet ser- 
vice providers or attempts to 
collapse the whole telephone 
network. 

Gloria Marcos, speaking 
for the association in Barce- 
lona, admitted it would be 
almost impossible to mea- 
sure how successful the 
strike had been. “All users 
are angry." she said. The 
association was planning 
today to present a petition 
with 13,000 names, plus com- 
ments received on the inter- 
net. to government authori- 
ties. 

“There’s never been a 
strike like this,” said Vicente 
Robles, editor of PC Maga- 
zine’s Spanish edition. 

Telefonica put the blame 
for the new rate structure on 
the government and said 
connection charges were still 
comparatively low. 

Jose Manuel Villar, state 
secretary for telecommunica- 
tions. sought to mollify the 
protesters by promoting the 
idea of a flat-rate monthly 

deal for internet subscribers. 
He recommended domestic 
users to log on at night or 
weekends to take advantage 
of cheaper rates. 

A senator for Spain’s rul- 
ing Popular party. Esteban 
Gonzdlez Pons, who chairs a 
select committee on Informa- 
tion networks, said it should 
be possible to bave differen- 
tial prices for voice and data 
connections. Although he 
did not support the strike, he 
said he would not be logging 
on today. 


Russian troubles add to woes 
of Turkey’s ‘suitcase trade’ 


The collapse of the rouble has further undermined a vital export 
market for Turkish goods, writes Christopher de Bellaigue 


T o entrepreneurial Turks. 
Laleli is a reminder of 
the anarchic vitality of 
their export economy. Since 
tbe early 1990s, this unlovely 
part of Istanbul has been 
synonymous with Turkey's 
“suitcase trade” - the 
loosely taxed export of tex- 
tiles, foodstuffs and con- 
struction materials to a new 
generation of consumers in 
countries of the former 
Soviet Union. 

Nowadays, though, Laleli 
finds itself twinned with 
images of calamitous 
decline. Two years ago. the 
sale of Turkish goods to indi- 
vidual buyers from Russia, 
the Caucasus and eastern 
Europe earned Turkey an 
estimated S8J>bn in foreign 
exchange. By last year, reve- 
nues had declined by 20 per 
cent. Gloomy traders fore- 
cast a further decline of 30 
per cent this year. 

••Three years ago. we had 
so many customers, you 


would not have got through 
the door." said Mozaffer 
Ergin. who makes and 
sells cotton trousers and 
blouses. 

“We were doing $50,000 
worth of business a month. 
Now we’re losing money all 
the time." One shipping 
agent says his profits bave 
been reduced by more than 
50 per cent in the past two 
years. 

Now, since devaluation of 
the Russian rouble last 
month, Turkish entrepre- 
neurs and bureaucrats have 
been busy calculating how 
much Turkey's trade deficit, 
an unhealthy S7.5bn for the 
half of 1998. might be further 
distended by the economic 
and political woes of their 
second-largest trading part- 
ner. 

Their calculations do not 
make cheerful reading. 
While the Istanbul Stock 
Exchange index has mim- 
icked its Moscow counter- 


part, plunging last week to 
its lowest ' level all year, 
some government officials 
predict a fall in exports to 
Russia of more than $700m 
in 1998 (official bilateral 
trade was worth some $4bn 
in 1997). And some Turkish 
construction companies are 
afraid that a moratorium on 
debt repayment will affect 
their chances of getting paid 
for the projects they are 
undertaking in Russia. 

Meanwhile in Laleli, the 
most striking evidence of 
decline is the absence of 
Russian women. In its hey- 
day. they would fly to Istan- 
bul and load leather jackets 
and other goods on to tank- 
ers bound for Novirossisk. 
Not this year. During the 
first six months of 1998, sales 
of leather goods in Laleli fell 
by 70 per cent. “If it wasn’t 
for the Bulgarians and 
Romanians, things would be 
even worse," says one 
trader. 





Merchants in tstanbiA. The sale of Turkish goods to buyers from Russia has declined Panos Returns 


Devaluation of the rouble 
and unemployment in Rus- 
sia are partly to blame, as is 
competition from Chinese 
products. Chinese T-shirts 
are even cheaper than Turk- 
ish ones and Italian shoes 
last longer. Russia has 
reduced, from $ 2,000 to 
$1,000, tbe value of goods 
that Russians can import 
duty-free, and made it 
harder for those importing 
more to escape paying 20 per 
cent duty-sidesteppable. 
until recently, with a 
bribe. 


Since the collapse of the 
rouble sales have fallen even 
faster. “The Russians have 
stopped coming,” said one 
trader. Despite the scarcity 
of business, he refuses to do 
extend credit to Russians. 
“Thanks to the demand for 
dollars," he said, “I'm not 
sure they will be able to pay 
me.” 

Laleti’s success bas bred 
complacency, too. The qual- 
ity of some goods has dipped 
so sharply that stores In 
Moscow are said to carry 
signs which say “No Turkish 


goods stocked here". 

None of this means that 
Russians are uninterested in 
Turkish goods - as long as 
the conditions are right. 
Ram store. 20,000 square 
metres of Turkish clothes, 
food and construction mate- 
rials in the middle of 
Moscow, is used to welcom- 
ing between 5,000 and 7.000 
customers a day. “Business 
between us is not dying", 
says one Russian official. 
“People axe merely moving 
from unofficial to official 
trade.” 


BURGAS $120m JAPANESE LOAN ENABLES MODERNISATION OF BLACK SEA FACILITY 


Boost for Bulgarian port 


■mt 


By Theodor Troev 
and Karin Hope 


A $ 1 20 m loan from 
Japan has enabled 
Bulgaria to start 
modernising the Black Sea 
port of Burgas, which the 
pro-market government is 
keen to promote as a transit 
point for trade between 
Europe and central Asia. 

Burgas, the country's big- 
gest port, already claims to 
be one of the busiest in the 
region. Its through-put of 
dry cargoes increased 6 per 
cent to 7.5m tonnes last year 
in spite of Bulgaria’s eco- 
nomic crisis. Dry cargo traf- 
fic is expected to increase 
this year by about 7 per cent. 

“We’re seeing much bigger 
flows of transit goods. There 
is a particularly big increase 
in cargoes from Pod in Geor- 
gia. It’s becoming an impor- 


tant outlet for the central 
Asian republics." says Cap- 
tain George Dereliev. chief 
executive of Burgas Port 
Authority. 

The 30-year soft loan from 
Japan’s Overseas Economic 
Co-operation Fund, a govern- 
ment agency, is the biggest 
Bulgaria has secured to date 
for upgrading Its Soviet-era 
infrastructure. 

The loan will provide 80 
per cent of financing 
required to extend a main 
breakwater and build new 
terminals for bulk, liquid 
and general cargoes by 2004. 

The other 20 per cent will 
be covered out of earnings 
by the port authority, one of 
only a few Bulgarian state 
enterprises to have remained 
profitable during the coun- 
try's painfUl economic tran- 
sition. Mr Dereliev says net 
profits last year amounted to 


DM11 -5m which was 

re-invested to complete the 
construction bf a 10 . 000 - 
tonne cold storage facility. 

The port authority has 
started dredging the main 
shipping channel to allow 
vessels of up to 80.000 dead- 
weight tonnes to berth at the 
quayside. The master-plan 
for Burgas port calls for 
building two new terminals 
for roll-on/roll-off (ro-ro) fer- 
ries and container feeder 
vessels at a cost of about 
$200m after the other termi- 
nals are completed. 

“We operate at 80 per cent 
of capacity at present and 
the facilities are under 
strain,” Mr Dereliev says. 
“By extending the breakwa- 
ter and building additional 
terminals we’ll be able to 
increase turnover by 35-10 
per cent. That will help to 
attract more investment. 


possibly from private compa- 
nies." 

Burgas is smaller than the 
Romanian port of Constanta, 
its main competitor for tran- 
sit cargoes, but occupies a 
more sheltered position in a 
deep inlet, protected from 
east winds that can block 
access to Black Sea ports in 
winter. It is also closer to 
Georgia and to the busy Bos- 
porus shipping lane linking 
the Black Sea with tbe Medi- 
terranean. 

Under communism, raw 
materials from the Soviet 
Union for Bulgarian facto- 
ries were imported through 
Burgas and goods they pro- 
duced exported to tbe former 
Comecon countries. Since 
the early 1990s the port has 
served as a transit point for 
trade with tbe eastern half 
of the Black Sea rim. In spite 
of poor road and rail links 
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with central Europe. 

Quays at Burgas are piled 
high with coal and ore con- 
centrates which are trans- 
ported by rail to Kremikovti, 
Bulgaria’s main metallurgi- 
cal plant. Pallets stacked 
with lead ingots and rolls of 
coiled steel await loadi ng for 
export. Trucks filled with 
bales of cotton from Uzbeki- 
stan are lined up for customs 
clearance. 

A ro-ro ferry link which 
began last year between Bur- 
gas and Poti has been 
extended to include Novoros- 
sysk, Russia’s biggest Black 
Sea port Two ferries operate 
the triangular route, each 


carrying 70 tracks. Out’ 
bound from Burgas they 
carry foodstuffs and con- 
sumer goods. On return, car- 
goes are mainly cotton,, tim- 
ber and non-ferrous metals. 

Mr Dereliev says the port 
authority will receive 
increased revenues this year 
from operating a separate oil 
terminal south of the main 
port, which serves a refinery 
and petroleum products com- 
plex controlled by Nefto- 
chim, the state petrochemi- 
cals group. Crude oil Imports 
are expected to increase 13 
per cent to 8.5m tonnes this 
year as Bulgaria's economic 
recovery gathers pace. 
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FLIGHTS GROUNDED 


Strike by 
pilots hits 

Air Canada 
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By Ethnni Akteq m Toronto 

Pilots at Canada's largest 
airline walked off the job 
yesterday, grounding about 
600 flights and leaving 60,000 
passengers scrambling to 
make alternative arrange- 
ments. 

The strike by 2,100 pilots 
at Air Canada comes ahead 
of the Labour Day weekend, 
traditionally one of the busi- 
est travel weekends of the 
year. 

Air Canada handles about 
60 per cent of domestic air 
travel and more than 40 per 
edit of flights between the 
US and Canada. Intensive 
negotiations to avert the 
strike failed late on Tuesday, 
with the two sides at odds 
over wage increases for the 
pilots, who earn C6S2.000- 
C$200,000 (US$21,300- 

US$133,000). 

Jean-Marc B£langer, the 
pilots’ representative, 
accused the company of pre- 
cipitating the strike by refus- 
ing to budge when the idiots 
agreed to halve their wage 
demands. 

They had been seeking a 
two-year deal with an 18 per 
cent wage increase; Air Can- 
ada had offered 11 per cent 
aver three years. The sides 
were only a couple of per- 
centage points apart when 
t alks collapsed. 

Air Canada yesterday 
urged passengers to post- 
pone travel plans as its tick- 
et-holders could not all be 
accommodated on other car- 
riers. 

The company has »n|an» 


arrangements with several 
airlines. Including United 
Airlines of the US and Luft- 
hansa. of Germany. 

Competing airlines, includ- 
ing Canadian Airlines and 
Delta, also said they would 
honour Air Canada tickets. 

Jacques Kavaflan, analyst 
with HSBC Securities, said 
the shutdown would c oFt Air 
Ca nad a about C$1 3m a day 
and bad already lost the 
company more than C$30m 
in profits as passengers 
booked with other carriers to 
avoid disruption. 

The pilots say generous 
wage increases are in order 
as the company recently 
earned record profits after 
going through many lean 
years in the early part of the 
decade. 

Air Canada's net earnings 
were C$427m last year, 
nearly triple the previous 
record. 

But Mr Kav aflan said that 
figure was inflated by one-off 
asset sales and an income 
tax rebate. 

The airline was stru g glin g 
with high costs and was 
likely to see revenues drop 
with the slowing Canadian 
economy, he said. 

Negotiations with the 
pilots have tafam on added 
importance as Air Canada 
fa ce s further contract *»ik* 
later this year with its flight 
attendants and early next 
year with the machinists' 

union. 

Any settlement . reached 
with the idiots is M pFctFd to 
set a precedent for those 
negotiations. 


US senators pick up finance law baton 


By Rickard Wotffe 
bi Washington 


NEWS DIGEST 


MEETING GALLED BY IMF 


Latin American ministers 
to discuss crisis impact 

Economy ministers from nine Latin American countries are 
arriving In Washington today for a two-day meeting called 
by the international Monetary Fund to tfiscuss the Impact 
of the global market crisis on toe region. 

Representatives from the region's leading economies, 
known as the Group of Nine, wHI review preventive mea- 
sures which have beat taken in each of the countries to 
strengthen macro-economic conditions and prepare a 
paper outfitting a regional action plan. 

The group’s members are Mexico, Brazfl, Argentina. 
Chile, Venezuela, Colombia, Peru, Ecuador and Uruguay. 

The two-day conference will also be attended by repre- 
sentatives from Canada and the US, Including Robert 
Rubin, US Treasury secretary, and Lawrence Summers, hfe 
deputy. Presentations wfll be made by James Wotfansohn, 
the heed of the World Bank, and Enrique Iglesias, presi- 
dent of the Inter-American Development Bank. 

Roque Fernandez, Argentina's economy minister, told a 
meeting of foreign bankers on Tuesday that Argentina 
would not enter a recession or suffer any social problems 
as a result of the market crisis. 

Andrea MandeJ-CampbeD, Buenos Aires 


US FA CTORIES 

Big rise in orders reported 

New orders to US factories rose by 1.2 per cent in July, 
the Commerce Department said yesterday, the strongest 
rise in eight months. 

However in the same month Inventories increased by 
$1.4bn. or 0B per cent, to $468.1 bn. It was the 18th 
increase In inventories the past 19 months, in an economy 
accustomed to “just-in-time'' stocking practices. There 
was a 0B per cent rise In Inventories of materials and sup- 
plies and a 0.5 per cent increase for finished goods. 

A modest 0.1 per cent monthly rise In unfilled factory 
orders gives Kite hope of much Inventoiy reduction In the 
near tom. Most economists expect toe turmoil In toe 
world’s stock markets to weigh further on manufacturing 
growth. July produced the second monthly rise in factory 
orders, but orders have yet to recover from a 22 per cent 
tell In May, the largest drop in three years. 

With exports falling, orders during the ApriMo-June 
period were 0.7 per cent below the test three months of 
1 99a Nancy Dunne, Washington 


YEAR 2000 


The long struggle to reform 
the archaic US financial 
laws will resume today as 
senators plan to begin revis- 
ing a draft of new legislation 
governing the banking, secu- 
rities and insurance indus- 
tries. 

Alfcmse D’ Amato, chair- 
man of toe S enate banking 
committee, is determined to 
pass a bill reforming finan- 
cial services laws to toe flora: 
of the Senate as soon as pos- 
sible. 

Senators have come under 
In creasing pressure to over- 
haul restrictions on the 
cross-ownership of hanfcfag , 
insurance and securities - 
and to do so quickly. 

The wave of mergers in 
the financial services indus- 
try, especially the big 
merger between Citicorp and 
Travelers Group, has given 
new impetus to toe c o mpl ex 
debate, which has fafleri to 
progress through Congress 
for more than two decades. 
Unless the financial tews are 
reformed within five years, 
the newly formed Citigroup 


will be forced to sell Travel- 
ers’ insurance underwriting 
business. 

The House of Representa- 
tives' historic vote to pass - 
by just one vote -its version 
of financial reform legisla- 
tion in May Visa pin red iha 
Senate tamMng committee 
at the centre of back- 
room negotiations between 

flnani-iat interest g rOU pB mvl 

legislators. 

Meetings between senators 
and lobbyists over the sum- 
mer have resulted in 
suggested compromises over 
key areas of In par- 

ticular, agreements are 
reported to have been 
reached to meet bank objec- 
tions to provisions which 
would force them to 
buy insurance agen- 

cies in order to »ti insur- 
ance. 

Sven If it passes a vote the 
complex web of legislative 
deals threatens to unravel 
outside thp banking commit- 
tee, in toe face of stiff oppo- 
sition from Insurance 
agents, the American Bank- 
ers Association and, not 
least, the Clinton adminis- 
tration. 



Alfonro O’ Amato (left) and Robert Rubin: conflicting views on tegtatation 


With Just a month of Sen- 
ate time before congressio- 
nal elections to November, 
there is little opportunity to 
work out a substantial com- 
promise on the Senate floor. 
More than a third of the 
members of the Senate bank- 
ing committee are up for re- 
election, and any senator 
can place a hold an the Legis- 
lation to delay it beyond the 
October adjournment 


Moreover, if the Senate 
substantially revises the 
House's legislation, there 
may be too little time to 
harmonise the two versions 
of the bill before the 
elections. 

The White House last 
month repeated its vigorous 
opposition to the bill as It 
currently stands. Erskine 
Bowles, chief of staff, indi- 
cated in a letter to Mr 


D' Amato that President Bill 
Clinton would veto the bill. 

Robert Rubin, Treasury 
secretary, remains rigidly 
opposed to the legislution, 
accusing it of undermining 
the US bonking system and 
the Treasury's role In over- 
seeing the Industry. He Is 
highly critical of plans to 
shift regulation of the new 
financial conglomerates 
away from the Treasury’s 


comptroller of toe currency 
to toe Federal Reserve. 

In a bearing before the 
Senate banking committee 
in June. Mr Rubin openly 
clashed with Alan Green- 
span. the Fed chairman, say- 
ing toe new laws would shift 
a key piece of economic pol- 
icy to the unelected Federal 
Reserve. 

The new laws require 
financial companies to place 
their new operations in an 
affiliate of a bank holding 
company. This would allow 
financial conglomerates to 
avoid their legal responsibili- 
ties to serve deprived com- 
munities, according to the 
Treasury. 

While the various Industry 
groups appear to have 
bridged some of their differ- 
ences this summer, the turf 
war between the Fed and the 
Treasury shows no sign of 
abntlng. Treasury officials 
conceded a considerable 
struggle over the reform of 
the Internal Revenue Service 
this year, and are under- 
stood to be highly reluctant 
to lose further powers in 
another battle with Con- 
gress. 


Bogota bows to devaluation pressure on peso 


By Adam Thomson to Bogota 


Colombia has become the 
first Tjtfn American country 
to bow to pressure on emerg- 
ing markets and devalue its 
currency. 

The central bank said it 
took the dwrisipH to devalue 
toe peso by 9 per cent amid 
growing pressure Iran deter- 
iorating world markets and 
an rmmini»nt devaluation tn 
neighbouring Venezuela. 

Central bank nffiriflin gain 


the devaluation would 
weaken the exchange rate 
band by 9 per cent but would 
not affect the gradient of the 
hand, which would remain 
constant at 18 per cent 

Most economists agree 
that the peso was over- 
valued by approximately 10 
per cent, but see risks in toe 
decision to devalue now. 

Despite the government's 
recant promise to cut tois 
year’s $38Bbn budget by 
approximately $625m, toe 


market is stiH concerned 
about the country’s fiscal 
deficit. The deficit is esti- 
mated at &5 per cent of GDP 
this year compared with just 
08 per cent four years ago. 
In addition, Venezuela 

r emwlna nndor prmnnn frnra 

speculators to devalue and 
this had been causing specu- 
lation a gafnirf the Colombian 
peso. 

“The central bank has 
taken a big gamble,’’ said 
Armando Montenegro, presi- 


dent of toe National Associa- 
tion of Financial Institu- 
tions, Anif. “The devaluation 
is not that great and given 
the lack of clarity on the fis- 
cal front combined with the 
Venezuelan situation, fur- 
ther speculation could force 
the bank to devalue again.” 

Yet central bank officials 
said the move was necessary 
to avoid a severe depletion of 
International reserves. Dur- 
ing toe last two weeks, toe 
bank has intervened in the 


exchange rate market on 
three separate occasions, 
spending $220m of Its inter- 
national reserves to prop up 
the peso. 

So far this year, the bank 
has spent more than Sl.Sbn 
defending the local currency. 
International net reserves 
now stand at $8.7bn. equiva- 
lent to seven months of 
imports. 

Venezuela is now Colom- 
bia’s second largest trading 
partner after the US. 


accounting for 18 per cent of 
total exports. 

Central bank officials said 
the devaluation, which 
became effective yesterday, 
would mean that the peso 
would nominally devalue by 
a minimum 7 per cent this 
year, and by a maximum 23 
per cent. 

The bank's official infla- 
tion target for 1998 is 16 per 
cent, but most economists 
now expect annual inflation 
to be at least 18 per cent 


Caracas 

economy 

reform 

laws 

backed 

By CMstiaa Hoag to Caracas 


Tanoue warns US banks 

Donna Tanoue, chairman of the Federal Deposit Insurance 
Corporation, yesterday issued a stark warning to the US 
banking Industry, faffing banks they were loosening under- 
writing standards too much, and threatening them with 
enforcement action ova - the Year 2000 computer problem. 

Speaking to the National Bankers’ Association in Phito- 
delphia, she said the corporation would be making a sec- 
ond round of on-site Year 2000 assessments at every 
bank in the US. She said: "This time we are going to be a 
lot tougher than we were in the first round. The clock Is 
ticking, if we find a significant problem, we wfll want it 
fixed, if someone wants to argue about it. that’s fine, but 
we wffi use enforcement actions to persuade the uncon- 
vinced.” 

She also criticised underwriting standards, drawing par- 
aflefe with the recent bank run in Russia. Site said that in 
the US, the FD1C was texting "more banks wkh rapid 
growth and high concentrations in [co m mercial real est a te 
landing, and in new and untested product Bnes, such as 
sufrprime consumer tending*. John Authors, New York 

On ihe web today 

• Mexico: Cautious ZecfflJo shies away from fraught 
issues • Northwest stands down staff • FDA approves 
momtog-after pffl 
http^/www.fLcom/anierteas 


The Venezuelan Seriate 
yesterday approved a bill 
which would give the execu- 
tive special powers to push 
into law a package of eco- 
nomic reforms, a day before 
Congress recesses for the 
rest of the year. 

The Congress* lower house 
approved the package late 
on Tuesday after a four-hour 
debate. However, the lower 
house removed three laws 
from toe package: sales tax 
reform, modernised regula- 
tions for electricity co mpan y 
operations, and the reform of 
the social security law to 
place more emphasis on 
recreation. 

The Senate approved this 
version of the package with 
minim um debate yesterday. 

Left in the package are toe 
laws to reform customs, cre- 
ate a Macroeconomic Stabi- 
lisation Fund, refinance debt 
and authorise back-pay to 
public employees, and four 
laws dealing with social 
sec urity reform in the areas 
of health, housing, pensions, 
and unemployxneni. 

The stabilisation fund 
would set op a fund to save 
unexpected income, such as 
that resulting ficim privatisa- 
tions or unusually hi gh oil 
prices, to cover shortfalls in 
lean years when oil prices 
are down. About 40 per cent 
of Venezuela’s animal bud- 
get depends on ofl income. 

The debt refinancing law 
Is an emergency measure 
needed to dose a 5i.4bn bud- 
get shortfall this year to 
cover foreign debt payments 
ceasing due at year-end. 

Although the measure was 
largely seen as a boost of 
confidence for nervous for- 
eign investors in adfamteof 
capital flight and uncer- 
tainty over the outcome of 
the December presidential 
elections, toe final version of 
the package sent a mixed 
signal, said Robert Bottoms, 
editor of the economic news- 
letter Veneconomy. 

“We have an electrical sys- 
tem that’s facing apart and 
needs JlObn in fresh invest- 
ment, which toe government 
doesn ’t have. The answer is 
privatisation, but investors 
are not going to crane in if 
they don’t have a legal 
framework. Then we have a 
realty important tax chan g e 
flat would solve a lot of [def- 
icit] problems pushed to next 
year.” 

• The Senate approved late 
on Tuesday a law to allow 
toe seQ-off of 40 per cent of 
Pequiven, the state petro- 
chemicals subsidiary of 
Petrtleos de Venezuela- The 
sale wffl be held next year. 


Let's talk 




first name basis 


ON 1 SEPTEMBER, ALCATEL ALSTHOM BECOMES ALCATEL 

On 18 June 1998, Alcatel Alsthom's shareholders decided that on 1 September, 

the group would be renamed Alcatel. 

The decision reflects Alcatel's focus on telecommunications 
and related cables and components activities. 

Today, Alcatel is helping people to communicate 
more easily, .more efficiently and more quickly. 

So it is clearly time for you to call us by our first name. 
www.alcatel.com 


The Hs-S&seed Company 
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The night Anwar went from 
future PM to police suspect 

Sheila McNulty recounts the events leading up to the fail of 


Malaysia's finance mi 

F or the better part of five 
years, Anwar Ibrahim 
has been the man who 
would one day lead Malay- 
sia. Last night police 
searched his office amid 
rumours that the sacked 
deputy prime minister was 
about to be arrested. 

During the afternoon, hun- 
dreds of Mr Anwar’s sup- 
porters had gathered at his 
official residence in an exclu- 
sive section of the capital as 
rumours made the rounds 
that he was about to resign. 
But he had come too far, and 
refused to step down. 

At 7pm a senior govern- 
ment official delivered a 
notice of dismissal. A police 
helicopter flew overhead. 
And riot police surrounded 
the nearby residence of 
Mahathir Mohamad, the 
prime minister. 

The prime minister's 
department issued a brief 
statement, saying Mr Anwar 
had been sacked. It did not 
explain why. The govern- 
ment-controlled media 
treated it as just 
another routine item on 


lister and explores the 

the li o’clock news. 

Mr Anwar’s demise has 
been coming for several 
months. But, even as the 
finance ministry portfolio he 
also held from 1991 was in 
effect banded to a confidant 
of the prime minister, Daim 
Zainuddin, and reports grew 
that he might resign. Mr 
Anwar vowed to stay on. 

Although he stopped 
increasingly open challenges 
to the opinions of Dr 
Mahathir and moved back 
Into line, it was too late. 

Now Dr Mahathir has 
eliminated the only man 
who stood a chance of 
challenging his political 
authority as he insulates the 
economy from the outside 
world. 

Members of the cabinet 
expressed their shock but 
noted it was the prime min- 
ister’s prerogative to remove 
ministers and immediately 
pledged loyalty to Dr 
Mahathir. 

But Lim Kit Siang, the 
parliamentary opposition 
leader, warned of trouble: 
"The sacking of Anwar is 


policy background 

likely to precipitate political 
crisis, which will aggravate 
the worst economic crisis in 

Malaysia's history 

Mahathir owes Malaysia, as 
well as the world, an imme- 
diate, convincing and an 
overpowering Justification." 

Since the regional finan- 
cial crisis began last year. 
Mr Anwar had worked 
closely with Ahmad 
Mohamed Don, the central 
bank governor who resigned 
last week. They imposed a 
tight fiscal and monetary 
regime, which Dr M ahathir 
now blames for pushing the 
economy rapidly into reces- 
sion. 

The economic orthodoxy 
and calm demeanour of Mr 
Anwar stood in stark con- 
trast to the prime minister 
and brought him a large fol- 
lowing in international 
financial markets while 
broadening his support 
among intellectuals at home. 

Mr Anwar urged reform in 
an open challenge to what 
analysts saw as Dr 
Mahathir's attempts to stoke 
nationalism by condemning 
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the crisis as a conspiracy by 
foreigners to undermine the 
economy. 

However, in June, as the 
general assembly of the rul- 
ing party, the United Malays 
National Organisation, 
began, a book titled “50 Rea- 
sons Why Anwar Cannot 
Become Prime Minister" 
found Its way into delegates’ 
bags, despite Mr Anwar 
obtaining a court injunction 
against Its distribution. That 


marked the beginning of the 
end. 

Last night at midnight 
police announced that Mr 
Anwar was under investiga- 
tion in connection with the 
book's contents. 

It is unclear where the 51- 
year-old Mr Anwar goes 
from here. He represented a 
formidable constituency of 
young Moslems and the lib- 
eral wing within Umno 
which, but for his fall, would 


have formed a powerful base 
from which to challenge Dr 
Mahathir. That faction is 
now in effect leaderless. . 

Diplomats were not sur- 
prised by yesterday’s events, 
having watched Mr Anwar 
being outmanoeuvred by the 
man who has led Malaysia 
for the past 17 years. With 
capital controls in place, 
analysts noted, there was 
little room for investors to 
register a response. 


Re-learning the rules of currency regulation 


By SheBa McNulty 


For a city that once aspired 
to be east Asia's leading 
financial centre, Kuala Lum- 
pur was yesterday a strange 
place indeed. 

While the language of 
open markets may have 
been in disfavour since cur- 
rency turmoil swept the 
region more than a year ago. 
yesterday the financial sec- 
tor was having to rs-learn 
the old language of exchange 
controls and official rates. 

Currency dealers anx- 
iously deliberated how to 
reconcile outstanding posi- 
tions. 

Brokers handling Malay- 
sian stocks spoke in hushed 
tones, worrying if the tighter 
curbs would scare investors 
so much that a business 
slowdown would force them 


out of work. Customers 
rushed to banks to withdraw 
funds to convert into foreign 
currency only to discover 
they needed central bank 
permission. 

“Everyone is so scared," 
said Patricia Lui, foreign 
exchange analyst at Techni- 
cal Data Thomson Asia. 
“Especially the man in the 
street. They don’t under- 
stand it.” 

Neither do those in tbe 
financial markets. Analysts 
disagreed about why trading 
In ringgit took place at all if 
the currency was pegged at 
MS3.8 to the US dollar, after 
trading around M$4J2 earlier 
in the week. It seems the 
central bank considers that 
to be merely a "preferred 
rate” around which a spread, 
between which banks can 
convert the currency, is 


still being worked out 

Direct foreign investors 
tried to determine how much 
bureaucracy came with 
requirements of approval to 
bring money in and out of 
the country and conduct all 
importing and exporting in 
foreign currency. 

Money ebangers on the 
street were unsure what 
rates to use and, therefore, 
stuck with old ones. Bank 
tellers tried to find out what 
activities required central 
bank approval. 

Brokers frantically accu- 
mulated details on clients, 
which must be furnished to 
the authorities before 
approval can be sought to 
execute any trading on a cli- 
ent’s behalf. 

And all the while analysts 
argued over whether foreign- 
ers selling shares cannot 


repatriate their funds for 
one year from yesterday, 
when the curbs were 
announced, or immediately 
if they had already held 
them a year. 

But even as foreign inves- 
tors sold, the benchmark 
index shot up 12 per cent, 
recovering most of the 13 per 
cent lost a day earlier when 
controls were announced. 

Analysts said many Malay- 
sians were buying shares in 
anticipation of an influx of 
billions of ringgit held off- 
shore, mostly in Singapore, 
where depositors had been 
enjoying higher rates. 

Malaysia is giving people a 
month to repatriate such 
deposits, after which ringgit 
outside the country will be 
declared illegal tender. 

Restrictions will keep 
most of such money from 


going abroad and. within the 
country, investors will have 
few places to put it 

Singapore is considered 
the key beneficiary of these 
restrictions, which, coming 
after Hong Kong's efforts to 
prop up its markets, leaves 
the city state as the most 
market-friendly country in 
the region. 

What puzzles many is how 
Malaysia Intends to monitor 
and enforce the myriad 
restrictions on currency 
movements of everyone from 
traders to investors to even 
travellers, who cannot enter 
or leave with more than 
M$1,000 (US$280) cash. 

The biggest fear is that, in 
the process of insulating 
Malaysia from the volatility 
of global financial markets, 
it will scare away even the 
direct foreign investors it 


needs for its economy to 
grow. 

■ The International Finance 
Corporation UFQ and FTSE 
Internationa! are consider- 
ing the position of Malaysia 
within the stock market 
indices they compile, follow- 
ing the imposition of cur- 
rency and capital controls, 
writes Philip Coggan. 

Malaysia was once the big- 
gest single component of the 
IFC composite index of 
emerging market stocks, but 
now represents just 4 per 
cent. The IFC said the con- 
trols were a "pretty serious 
restriction and a pretty sig- 
nificant impairment of lnves- 
tability". FTSE International 
said a market with currency 
controls would not normally 
be admitted into its FT/S&P 
World Index; Malaysia is 
already a component of it. 


EXCHANGE CURBS SETTLEMENT PROBLEM 


HK tightens 
rules on 
short selling 


By Louise Lucas in Hong Kong 


The Hong Kong Stock 
Exchange yesterday tight- 
ened short selling rules and 
imposed a temporary mora- 
torium on short selling of 
three heavyweight blue 
chips after HK$7.5bn ($968m) 
worth of trades toiled to be 
settled. 

Short selling, or selling 
stock not owned in the 
expectation of being able to 
buy it at cheaper prices in 
the future, is legal in Hong 
Koag only when backed up 
with borrowed stock. But 
this rule has. to date, been 
only loosely upheld and 
observed. 

Tbe stock exchange also 
proposed bringing back rules 
which require short sales to 
be made at the asking price 
rather than at the lower bid 
price, to prevent prices being 
deliberately pushed down. 
The rule is common in other 
markets, and has previously 
applied in Hong Kong. 

The crackdowns - which 
brokers say could herald a 
further tightening of the 
futures market - follow the 
frenzied trading in the stock 
exchange at the end of last 
week, when the government 
escalated its share-buying 
spree. Institutions as well as 
some retail investors, expect- 
ing the index to topple once 
the government retreated, 
scrambled to take up short 
positions. 

However, many found it 
impossible to borrow the 
necessary stock to cover 
these positions, not least 
because by the close of Fri- 
day the government had 
accumulated an 8.91 per cent 
stake in HSBC Holdings, the 
territory’s biggest stock, 
which accounts for some 30 
per cent of the benchmark 
Hang Seng Index. 

The resultant “naked” 
short selling transactions, 
which came to light two 
days later when settlement 
fell due. totalled HK$7.5bn. 


Brokers said the figure could 
have been exacerbated by 
Institutions selling stock 
they held but which their 
custodians bad lent on to 
other borrowers. 

“Under these circum- 
stances, in order to manage 
the settlement risk and to 
maintain a fair and orderly 
market, and not to risk fur- 
ther worsening the settle- 
ment cycle, the exchange 
has temporarily suspended 
tbe three stocks from short 
selling until the backlog has 
been cleared," the stock 
exchange said. 

However, coming on the 
back of the government's 
intervention in the equity 
markets - designed to 
restore stability by eliminat- 
ing speculators wbo attacked 
the currency in order to 
manipulate share prices - 
and Malaysia's introduction 
of capital controls, the move 
was seen as another step 
backwards for free markets. 

“Yesterday's events with 
short selling are another 
example of regulations and 
restrictions being intro- 
duced, which is a worrying 
trend," said the stockbrok- 
ing head of an international 
investment bank. ''People 
feel this is Just the next 
stage in the deteriorating 
free environment, the next 
stage in the build-up of regu- 
lations to control markets.” 

The head of equity sales at 
another international invest- 
ment bank said owners were 
recalling their stock which 
had been lent out to sell into 
the government-led rally. 
“It's only a temporary sus- 
pension, but it did send tbe 
stock market ballistic in the 
morning," he said. 

Shares soared as Investors 
were forced to buy stock to 
cover their positions, but 
turnover was thin and the 
Hang Seng Index closed the 
day 4.15 per cent higher at 
7,355.87. 

See Lex comment 
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Will a Non-Executive Director 
Benefit Your Company? 


Corporate governance is 
under the media spotlight, 
with the Hempel and 
Cadbury reports attracting 
headline news. Now there 
is even more pressure on 
company boards to govern 
impeccably. 

Increasingly, organisations 
are turning to the non- 
executive director. Perceived 
M bringing competent 
management and independent 
policing to the board, they are 
a breed apart from executive 
directors. 

This brand new report 
provides a balanced account 
of how NEDs may or may not 
benefit vour company. 

prof. Aidan Berry & Dr. lew Perren are actively involved 
in researching the role of the NED. This briefing is available 
from 1 October 1998 - so reserve your personal copy today. 

Read alongside The Responsibilities of Company 
Directors for a greater understanding and more informed 
decisions. 
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Executive Director defines the 
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help you: 
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• Handle dysfunctional NEDs 

Also available. 

The Responsibilities of Company 
Directors includes: 

• Appointment of directors 

• Power of directors 

• Duties of directors 

• Your relationship with 
shareholders 

• Proceedings of directors 
remuneration 
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Australia’s economic growth 
boosts Howard ahead of poll 


By Gwen Robinson In Sydney 


The Australian economy 
grew nearly 4 per cent In the 
year to June, giving a boost 
to John Howard, the prime 
minister, as the tempo of 
campaigning increased in 
the country's general elec- 
tion. 

The growth figure 
exceeded market expecta- 
tions and the government's 
own forecast of 3.75 per cent, 
putting Australia above the 
average growth rate of 
industrialised countries in 
the year to June. 

The Australian dollar rose 
to 58 US cents from last 
week's record low of 55 US 
cents: financial markets 
rebounded on the news, as 
concerns subsided that the 
Reserve Bank of Australia, 
the central bank, would 
raise interest rates. 

The weakening of the US 
dollar and strengthening of 
commodities prices yester- 
day also helped allay fears of 
Australia's vulnerability to 
regional economic turmoil. 

The figures; based on 
June-quarter national 
accounts, provided valuable 
political ammunition for Mr 
Howard. 

Since calling a national 



CostoOo: 'low Inflation' 


poll on Sunday for October 3, 
the prime minister has been 
emphasising the govern- 
ment's economic manage- 
ment abilities. The figures 
showed Australia was “the 
economic strongman of 
Asia" and "probably the fast- 
est growth economy in the 
OECD area", he declared. 

However, the government 
also acknowledged that eco- 
nomic growth in the current 
year to next June would not 


meet earlier targets of 3 per 
cent, and lowered its fore- 
casts to 2.75 per cent 

Most private economists 
have predicted growth of L5- 

2.5 per cent in the current 
year and said the govern- 
ment's revised figure was 
“unrealistically optimistic”. 

Peter Costello, the trea- 
surer, announced the down-' 
ward revision but said the 
government would adhere to 
annual growth projections of 

3.5 per cent beyond the cur- 
rent year. 

Mr Costello cited contin- 
ued solid growth and 'Tow 
inflation in the face of the 
Asian slowdown and an 
uncertain international envi- 
ronment”. But he conceded 
that unemployment would 
rise in the year, beyond ear- 
lier forecasts of 7.75 per cent 
to at least 8 per cent. 

Private economists said 
the government's reliance on 
relatively high forecasts 
raised questions about its 
projected budget surpluses 
for the years to Jane 2000 
and 2001. 

The projected surpluses 
are central to the govern- 
ment's ambitious tax reform 
proposals, featuring A?13bn 
CUSS7-3bn) in personal tax 
cuts and a 10 per cent goods 


and services tax from the 
year 2000. 

Economists have warned 
that the delayed effect of the 
Asian turmoil would eat into 
the surpluses, making tax 
cuts difficult. 

"It’s a most improbable 
outcome, and it’s the basis 
on which the government is 
making its single most 
important economic policy 
decision: the size of net tax 
cuts in the year 2000,” said 
John Edwards, chief econo- 
mist at HSBC Markets. 

Yesterday's figures 
showed the average measure 
of gross domestic product, 
the broadest guide of the 
economy's health, rose 3.9 
per cent in the year to June. 

Growth was driven by a 
1-3 per cent increase in pri- 
vate consumption, as spend- 
ing on services and record 
car sales helped offset 
weaker retail sales, 
reflecting a shift in con- 
sumption away from goods 
towards services. 

While growth slowed from 
the previous quarter’s 4.9 
per cent, the national 
accounts showed Australia's 
underlying fundamentals 
remained solid, confounding 
most private economists who 
had predicted a weak result 


BOND ISSUE P OO RER INTERIOR TO BENEFIT IN BID TO INCREASE DOMESTIC DEMAND 

China directs investment inland 


By James Kynge in Beijing 


China is to spend the bulk of 
a planned RMBlOObn (Sl2bn) 
bond issue on its relatively 
poor interior, signalling a 
greater emphasis on domes- 
tic demand rather than 
export-led growth. 

Zeng Peiyan, chairman of 
the state development and 
planning commission, said 
that 60-70 per cent of the 
funds raised from the bond 
issue could be invested in 
projects in the central and 
western areas of China. 

In the past, enactel areas 
have received the lion's 
share of investment, which 
sought to profit from China's 
export-led boom. But now as 
exports falter, Beijing is 
turning its attention toward 
the continental economy. 

Officials also realise that 
sluggish spending in inlan d 


areas is the main drag on 
headline economic growth. 
Reinvigorating demand In 
the rural and hinterland 
economy is crucial to hopes 
for rapid growth this year 
and beyond. 

In spite of doubts voiced 
last month by top officials 
over the nation’s 8 per cent 
growth forecast for this year, 
the target has since been 
r e a ffi rmed as a central p lank 
of government policy. 
Growth in tbe first half of 
the year was an annualised 7 
per cent compared with SL8 
per cent last year. 

Proceeds from the bond 
issue are earmarked for an 
ambitious Keynesian stimu- 
lus package. Roads, rail- 
ways. ports, airports, state 
granaries, housing, power 
grids and telecoms networks 
are to be built Water conser- 
vation and forestry projects 


are also to be undertaken, 
the People's Daily newspa- 
per said. 

Investment in water con- 
servation alone will total 
RMB35.8bn in 1998, about 
five or six times last year's 
figure, the newspaper said. 
The need for such spending 
has been increased by dam- 
age caused by floods, which 
have so far resulted in 
RMBL66bn in damage, by 
official estimates. 

Allocations of central gov- 
ernment funds toward the 
projects will be supple- 
mented by bank lending, 
mainly from the “big four” 
state banks, government 
economists said. To allow 
the banks to participate 
fully, authorities have raised 
the ceiling on loans by state 
banks to RMBl.OOObn for the 
Whole of 1998, from a previ- 
ous RMB900bn. 


China has so far shown 
little interest in dramming 
up foreign lending for the 
planned infrastructure pro- 
jects, perhaps because it 
wants the projects to be exe- 
cuted quickly, analysts said. 
Speed of execution could, 
however, lead to consider- 
able financial waste, poor 
pl anning and, ultimately, a 
reduction in Investment 
returns. 

Dahong Wang, head of 
project finance for China at 
SBC Warburg Dillon Read in 
Hong Kong, said that the 
participation of foreign 
banks could help spread risk 
through syndication and pro- 
vide greater flexibility in 
project selection because for- 
eigners were often willing to 
lend to projects with maturi- 
ties longer than Chinese 
state hanks are comfortable 

with. 
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Two sides of the same euro. 
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Apart from being the new money of the Old World, the euro has 
another side that is perhaps even more significant. 

When the euro replaces the currencies of eleven countries 
next year, Europe will come into its own: as a single capital 
market which carries almost as much weight as the United States, 
and as a business centre that is pivotal to the world economy. 

For the insurance industry, too, new opportunities are 
opening up for risk transfer and risk financing. 

To find ways of turning this promise to profit, we are putting 


our heads together and working with clients to develop 
innovative products and solutions. 

As a globally active reinsurer, firmly embedded in Europe’s 
cultural, political and economic diversity, Swiss Re is well 
placed to make head and tail of these new challenges: 

We have the know-how, the financial resources and the 
vision to see both sides of the euro. 

If you want to know more about Swiss Re, fax us on 
+ 41 1 285 59 59, or visit our Website at www.swissre.com 


Swiss Re 
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BRITAIN 


ADVISERS FIRMS ACCUSED OF 'GANGING UP’ TO CUT LIABILITIES DENY THE CHARGE BUT ADMIT ‘EYEBALL-TO-EYEBALL STUFF’ 


i Banks hit at accountants’ M&A tactics 


By Jim Kelly In London 


The UK's leading investment 
banks have protested to the 
Office of Fair Trading that 
the “Big Five” accountancy 
firms are working together 
to cut their legal liabilities 
when advising on mergers 
and acquisitions. 

The London Investment 
Banking Association, which 
represents all the leading 
banks in the City, has told 
John Bridgman, director- 
general of the OFT, that the 
dispute Is holding up trans- 
actions and adding to costs. 


“The accountants seem to be 
co-ordinating among them- 
selves the terms under 
which they will accept busi- 
ness," said Kit Farrow, direc- 
tor-general of LIB A. 

Mr Farrow said that as a 
result of attempts to limit 
liability by contract, lawyers 
were holding up transactions 
in protracted arguments 
about the exact wording of 
"due diligence" documents. 

“There is a certain amount 
of eyeball-to-eyeball stuff 
going on but we have not 
ganged up on them - there 
were talks some Hme ago. 


and a moratorium agreed, 
but there have been some 
new cases recently." said 
one leading M&A accoun- 
tant. 

LIBA’s complaint comes 
after the recent merger of 
Price Waterhouse and 
Coopers & Ly brand to form 
FwC - reducing choice 
among the big accountancy 
firms and increasing Hears of 
uncompetitive practices 
among the global firms. 

Middle-tier firms often 
lack the skills required for 
such work and shareholders 
and directors tend to 


demand assurance from a 
top-flight firm. 

Hie OFT could step into 
the dispute. But two similar 
confrontations between 
accountants and clients - 
over venture capital deals 
and bond Issues - have been 
dealt with so far largely 
through negotiations 
between representative bod- 
ies. 

The latest dispute comes 
against the background of 
continuing fears among the 
Big Five that they face 
unfair legal risks when offer- 
ing clients the security of 


unlimited legal liability If 
the transaction fails. 

The UK government is 
about to allow accountants 
to form limited liability part- 
nerships to reduce the risks 
and may make other conces- 
sions to eventually allow 
accountants to limit their 
liability when undertaking 
statutory audits. 

In the meantime, the gov- 
ernment has pressed the 
firms to attempt to limit 
their risks through their 
own efforts as well as by 
contract This option is open 
to them in all the work they 


do except the statutory audit 
opinion. 

The idea of having stan- 
dard wordings for due dili- 
gence is of interest We look 
forward to discussing the 
issue with the LIBA," said 
Kieran Poynter, managing 
partner of PwC, the UK's 
biggest accountancy firm. 

The firms believe the 
delays Involved with con 
tract negotiations have been 
exaggerated and that as they 


reduce the imfair liab ilities 
they feee. other profession 
als are resisting change in 
case their liabilities increase. 


Moslem exiles 
sanguine about 
anti-terror law 


Men accused by their own governments 
of being involved in acts of terrorism stay 
calm as MPs consider new legislation 


By Jimmy Bums and Route 
Khalaf In London and Mark 
Kuband In Cairo 




For a man accused by his 
government of being an 
assassin and an apologist for 
Islamic militancy. Yasser sl- 
Sirri seemed disarmingly at 
ease In London yesterday as 
he discussed the Implica- 
tions of the UK govern- 
ment's latest anti-terrorist 
legislation. 

“If I was seriously worried 
about being arrested or 
deported I wouldn't be here 
talking to you,” Mr al-Slrrl 
told the FT as he sat sharing 
tea with friends and an 
Imam near the capital's 
Regent's Park Mosque. 

A similar view was 
expressed at the same meet- 
ing by Abdallah Messai, a 
Journalist and spokesman 
for the Front Islamique du 
Salut, who Is wanted on sus- 
picion of terrorism by the 
Algerian government 

Some UK civil liberty 
groups have warned that the 
proposed legislation - mak- 
ing It an offence to conspire 
in the UK to commit terror- 
ist or other serious offences 
in a foreign country - could 
lead to the prosecution of a 
whole range of individuals 
living in exile in Britain. 

Mr al-Slrrl has been tried 
in absentia and sentenced to 
death by the Egyptian 
authorities for the attempted 
assassination In 1993 of Atef 
Sedki, the former Eyptian 
prime minister. Egypt has 
also accused Mr al-Slrrl of 
funding Islamic terrorist 
groups and of supporting 
Ossama bln Laden, who has 
been linked to the recent 
anti-American bombings in 
Africa. 

Mr al-Sirri, who denies am' 
terrorist activity, said yester- 
day that the military court 
which had condemned him 
had lacked legitimacy as he 
bad not been offered a fair 
trial. "If the UK government 


had tangible proof that I was 
a terrorist they would have 
moved against me by now,” 
he said. He describes the 
London-based Islamic 
Observer Centre, which he 
runs, as a "registered charity 
defending human rights" 
and claims it, like the move- 
ments of other radicals, is 
permanently monitored by 
the UK security services. 

Following the anti-US 
bomb attacks, Mr al-Sirri is 
one of a number of London- 
based exiles whose names 
have been widely reported as 
potentially likely to be inhib- 
ited by any new government 
legislation. 

Mr Messai also denies any 
links with terrorism. He was 
confident yesterday that the 
UK would not go down the 
same path as France, which 
this week began the trial of 
138 men and women for 
alleged links with Alegrian 
Islamic terrorism. 

"There is more respect for 
human rights here," Mr Mes- 
sai said. 

It is no secret in diplo- 
matic circles that well before 
the attacks on US targets in 
Africa, the UK government 
had been under pressure - 
from not only Egypt, but 
also Algeria. Bahrain. Tuni- 
sia. Saudi Arabia, Israel and 
France - to move against 
certain sectors of the exiled 
Moslem community. Some 
diplomats in London were 
yesterday suggesting that 
the new UK law was essen- 
tially a political gesture also 
aimed at appeasing Washing- 
ton. 

But the sanguine attitude 
adopted by Mr al-Sirri and 
other Arab exiles in the UK 
is matched by the caution of 
UK government and security 
officials, whose job it will be 
to enforce the legislation. 

A key question feeing the 
security services and courts 
will be the extent to which 
evidence provided by other 
countries can be used 



Rrst lady: Hfltoty Clinton speaking to a woman’s conference tai Belfast yesterday 


HHtay Clinton yesterday began her third visit to 
Northern Ireland a day ahead of her husband. 
President BIS Cfinton. She spoke at a woman’s 
conference as the parSaments of the UK and the 
Repub Be of Ireland debated Ihetr gov 


ment, but said they must play a bigger role in 
politics for real reconciliation to take rod "It was 
women whose wM ep er s of ‘Enough? became a 
torrent of voices that could no longer be 
ignored." She later attended a reception with 


proposals for tougher laws against terrorist dean Kennedy Smith, outgoing US e m bas sa dor to 
organisations- She said women had bean a quiet. : dieRapubflc of Ireland and 'sister of the lata 
catalyst for the Northern Ireland peace agree- President John F. Kennedy 


against alleged terrorists in 
Britain. 

The legislation will allow 
UK authorities to act against 
individuals or groups plan- 
ning terrorist acts in other 
countries, but they will have 
to rely on the co-operation of 
governments. 

The reliability of evidence 
from other countries has 
proved questionable when 
the issue of extradition has 


arisen. 

The main problem feeing a 
UK government which pro- 
fesses an ethical dimension 
to its policy, will remain sep- 
arating bona fide dissidents 
terrorist support networks. 


Rached Ghannouchl, mod- 
erate leader of F.nnahda, the 
Tunisian Islamic movement 
granted political asylum in 
the UK, provides an exam- 
ple. For years Tunisia has 
tried to put pressure on the 
UK government to curb his 
movement's fund-raising, 
although he has never been 
found to have broken UK 
law. 

European government offi- 
cials and moderate Moslem 
leaders in the UK say many 
of the more outspoken radi- 
cals in London are simply 
small-fry propagandists 
without any substantial 
influence. "They are not cau- 


tious with words but they 
are cautious with their 
actions," said one London- 
based diplomat 

Some Moslem radicals 
named in recent reports in 
the UK media were yester- 
day threatening legal action 
against those who may have 
suggested they condoned ter- 
rorism. 

Security officials say the 
more serious potential tar- 
gets under the new legisla- 
tion remain unnamed pub- 
licly and the focus of future 
investigation will be on cer- 
tain fond raising activities 
with a dear link to interna- 
tional terrorism. 


Trade mission to Russia to go ahead 


By Kavto Dona 

East Europe Correspondent 


The UK government's 
Department of Trade and 
Industry Is pressing ahead 
with its biggest ever trade 
exhibition In Russia despite 
the country's continuing 
financial and political tur- 
moil. Brian Wilson, UK trade 
minister, said that "in view 
of the desire of British busi- 
nesses to remain engaged 


with Russia, it would be a 
mistake for us to withdraw 
valuable support at the first 
sign of trouble." 

More than 130 companies 
are due to take part In the 
"Britain - Window for Busi- 
ness” trade feir, to be held at 
the LenExpo centre in St 
Petersburg next week. The 
DTI said yesterday that none 
of the exhibitors had pulled 
out as a result of recent 
events in Russia. 


Most of the UK companies 
attending the trade fair are 
from the construction, edu- 
cation and training, food and 
drink and retail sectors. 
“Few people would ever 
have said that Russia Is an 
easy place in which to do 
business,” said Mr Wilson. 
"Nevertheless from past 
experience those that enter a 
developing market early 
tend to make the greatest 
gains In the long run." 


Russia is the UK's 25th 
largest export market, with 
the main products Including 
telecoms equipment, indus- 
trial and office machinery, 
essential oils, photographic 
apparatus and pharmaceuti- 
cals. UK exports to Russia 
rose by 22 per cent to £l~bn 
($i.96bn) last year, and there 
was a further increase of 19 
per cent In the first five 
months of 1998. 

Russian exports to the UK 


totalled £l.5bn last year. UK 
credit guarantee cover is 
still available for Russia, and 
Russian payments to the 
Export Credit Guarantee 
Department are up-to-date, 
the DTI said yesterday. 

Mr Wilson said that his 
planned meeting with Yuri 
Maslyukov. Russian trade 
minister, was no longer 
expected to take place fol- 
lowing the sacking of the 
Russian government the 


Challenge 
toKPMG 
role in 
sultanate 
probe 


By Jba KeBy In London 


Prince Jefri, the disaffected 
younger brother of the Sul- 
tan of Brunei, yesterday 
sought to stop the accoun- 
tancy firm KPMG taking 
part in “Project Gemma" - 
an Investigation into the 
troubled sultanate's finances 
that could lead to the prince 
facing litigation. 

The prince claimed KPMG 
might inadvertently let con- 
fidential information tpfllr to 
the Brunei authorities 
because the firm once 
worked for him an “Project 
Lucy” - a high-profile court 
case that gave the accoun- 
tants wide access to his per- 
sonal affairs. 

Mr Gordon Pollock, a law- 
yer for Prince Jefri, told the 
High Court in London that 
100 staff from KPMG were 
working in connection with 
Project Gemma and that as 
some had also worked on 
Project Lucy there was a 
real and urgent danger that 
private information might 
leak by accident 

“Our main concern is that 
there is a substantial 
amount of knowledge hi the 
heads of a substantial num- 
ber of people,” he said. The 
point was, he added, 
whether KMPG should con- 
tinue to act in the Investiga- 
tion when Prince Jefri could 
be sued as a result 

Prince Jefri was removed 
last month as head of the 
Brunei Investment Agency, 
which looks after the fami- 
ly's overseas assets - valued 
at up to SSObn. 

A fierce family feud has 
broken out in the sultanate 
over the mismanagement of 
funds that could have led to 
the loss of billions of pounds. 

Project Lucy is understood 
to refer to the case in which 
Prince Jefri faced accusa- 
tions from the Manouklan 
brothers - former friends 
and emissaries - of failing to 
honour deals. 

The case was settled oat of 
court. KPMG acted for the 
prince, reconstructing his 
financial affairs between 
1981 and 1995. 

Mr All Malek, a lawyer for 
KPMG. said the firm did not 
accept the case outlined by 
Mr Pollock. 

He read an undertaking to 
the court that Prince Jefri’s 
confidentiality would be 
respected. KPMG has pre- 
pared 200-300 pages of evi- 
dence outlining how it has 
protected Prince Jefri’s pri- 
vacy. 

Prince Jefri is seeking an 
injunction which would in 
effect Stop KPMG con tinuing 
to act for the Brunei Invest- 
ment Agency. 


NEWS DIGEST 

PRIVATISATIONS 




MPs deplore ‘mistakes’ in 
sales of state assets 


Shares should normally be sold in stages when privatising 
government-owned businesses to ensue the taxpayer 
receives firit value for money, the Public Accouhts Com- 
mittee of the House of Commons said yesterday. The gov- 
ernment should also always consider a clawback arrange- 
ment, In case profits from the newly privatised businesses 
prove much higher than expected The warning to rrtris-“ 
ters comes as the government plans to continue the previ- 
ous Conservative administration's policy of privatisation, : 
aiming to raise £4bn (SS.Bbn) from asset sales each yea r . 
over the next three years. Sales are expected to include 
the the air traffic control system, the state-run betting - 
organisation and the Commonwealth Development Fund. 
The London Underground is due to be partially privatised . 

The PAC's special report said it was vital the lessons of 
the past 20 years of privatisation were learned. Mistakes 
had been made which had seen the taxpayer suffer seri- 
ous loss of value. Nicholas Timmins, London 


POLLUTION BY COMPANIES 


Watchdog urges bigger fines 



.rri rMtiB MSI 


The Environment Agency yesterday called for bigger fines 
for companies that pollute the environment. Ed Gallagher, 
chief executive, told the agency’s annual meeting he was 
"continually disappointed" by the tow level of fines, which 
average £2,000 ($3,300) per tonne for chemical pollutants, H 
"These fines of a few thousands pounds are no deterrent . 
to multi-million-pound companies; we want fines that 
reflect the seriousness of the crime," he said. The agency 
said there was a big variation in the attitude of magis- 
trates. It is concerned that the relatively lenient fines 
imposed by some undermines the tough action it takes to 
secure prosecutions. 

• British Nuclear Fuels was fined £20,000 yesterday after 
admitting it discharged more than twice the permitted 
amount of chemicals into a river. The state-owned com- 
pany was also ordered to pay £19,415 costs to the Envi- 
ronment Agency. The agency said the material was not 
radioactive. Vanessa Houlder, London 
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Leyland to make Daf vehicles 


Leyland Trucks in north-west England is to add production 
of 4,500 Daf trucks a year to its assembly lines. Leyland 
Trucks and Daf, which has plants in the Netherlands and 
Belgium, are owned by Paccar, the US truck group. The 
move to add Leyland to Daf s existing capacity at Eind- 
hoven in the Netherlands and Westerio in Belgium reflects 
growing demand for Daf trucks throughout Europe. 

All three plants are being expanded to cope with the 
higher demand under a £l5m ($25m) investment pro- 
gramme. John Griffiths, London 
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Support for fledgling industry 
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The UK's nascent offshore 
wind energy industry was 
given a boost yesterday 
when John Battle, the 
energy minister, launched a 
consultation paper on how 
government can best sip- 
port the technology. Minis- 
ters are asking for views on ^ 
how to incorporate offshore 
wind energy into the Non- 
Fossil Fuel Obligation Order 
process, the government's 
main vehicle for supporting 
“renewable" forms of 
energy in their early stages. 

Mr Battle told a conference : 
organised by the British 
Wind Energy Association in : 
Cardiff, the Welsh capital, 
that offshore wind was one 
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of the UK’s greatest untapped natural, sustainable and 
pollution-free resources. “The main objective of supporting 
offshore wind energy under the NFFO Is to make a sub- 
stantial and cost-effective contribution to future electricity 
needs," he said. Nick Goodafi, chief executive of the Brit- 
ish Wind Energy Association, welcomed the move. “This is 
a significant step," he said. Vanessa Houlder, London 





COMMONWEALTH GAMES 




New stadium for Manchester 


The northern England city of Manchester has been 
awarded £90m ($148m) to buifd a stadium for the 2002 
Commonwealth Games, it could eventually be the new 
home of Manchester City football dub. Confirmation of the 
funds for toe 45,000-50,000 seat stadium means Man- 
chester now has the money to complete its Common- 
wealth Games buBdtog programme. Some £22m had been 
committed for a new swimming complex and other facili- 
ties. The new investment - £77m of which is coming from 
National Lottery funds and £13m from toe city’s municipal 
authority - ends doubt over toe status of the Common- 
wealth Games stadium. Patrick Harverson, London 




HELLENIC 

PETROLEUM 


ADJOURNED SPECIAL ASSEMBLY OF THE MINORITY 
SHAREHOLDERS OF THE HELLENIC PETROLEUM SJL 
(REGISTRATION NUMBER 2443/06/B/86/23) 


fha Spaded Anamblf of lha Minority S horahokfan of lha HELLENIC PfTftOUEUM 5A whkJi hod baan 
idiafflu l ad for 28 Auguil 1998 lor ma aalacflon of i*o (2) rapnw nfc riivoi of lha minority lo Am Board 
of Mvctaa of H&lffK PETROLEUM SA. wen coocoBod duo to tho lack of guorun 
PtmaanMo law 2 1 90/20 and lha Company's Artkfas of Association, and following tha docafon of lha 
Board of 01 radon of 26 Awuil 1998, no iharahoidon of HELLENC PETROLEUM SA. am harafay 
bntad la partkJpc** In lha odjoumad Spaded Au«nbty hold in Alhara on Tuwdoy 15/9/1 998. at 
1 200 pm. to the Mon HotoL 46 Y. Sofia 1 ! Am (as por ptnnil K2-7241/1 67.98 of the SA A Credit 
ofBca of lha Ganarcd Secretarial/ MinUhy of Dorafepawnil to doom and dadda on lha Mowing only 
Horn in lha agandai 

Bodlon of hre CO mp w nMfr oi of tha minority Shomholdon to fha Board of Diradoa of HELLENIC 
PETROLEUM SA, ptnucmf to Art Ida S aw n t h of Law 2593/98, in combination «Ah Ariida 22 of lha 
Company 1 ! Aitidai of AnadoHon. 

In cenydfcnco wBh lha Low and tho Company's Artida* el Auodatien to p orti d potain poraon, or by 
proxy, in ika raid aeftou-nad Spodd Auamfaly Shanbokhn tmnl daptntf that shorn corral team at ony 
rank to C wo c o or abroad ttoGomlyiatk m and Loam fund, or itoH d o ni cRrtnalatjm'saifhioroHieo 
(357-359 Manoaton Aro.Hcriandrf],<8 badfhm(5] catondardayi Mora lha appaMod data far Iho 
odjoomad Spedol AaMAibly, i* ud2 9 Saptaoibar 1 998. 

By 0» mm data Showholdaa hhm! ho** oho daperilad lha rafa*onl shorn daporitary racaipfa, os 
«« a tha proxy farm, of HaSanic hfcetoun'i Hand Office. 357-359 Mauogton Am., Hdbndri. 
ftaariphwai be occaptaddody batman 900 cun and 2JX) pan. (taL 01 -650U22I 
Ftoaly. to fodbato tbo preens, a thoy Join tha adjourned Spaded Auambfy. Shareholder? ora 
mquutod to prapOM candidates far lha election, if they so wish. Each ShanhaidM may erapoia up to 
two (2) eo&dktate*. 

By adhortedion of (Ha Board of Director* 


LVTZH1AS 

Chub mun A Managing Director 


Athens 28.8. 1998 


Stores chief heads back to the laboratory <de 


Lord Sainsbury, former chairman of the 
retail group, is now minister for science. 
Clive Cookson discusses his mission 


Lord Sainsbury of Turville 
made a dramatic career 
change this summer. After 
35 years working for J Sains- 
bury, the family retail com- 
pany, he retired early as 
chairman and - at 57 - 
joined the government as 
minister for science. 

David Sainsbury, as he 
prefers to be called, will 
make his first appearance in 
his new role at the British 
Association's annual science 
festival next week. 

Scientists will discover 
that the man representing 
their interests is an intelli- 
gent listener who may turn 
out to be veiy different from 
their Idea of a supermarket 
tycoon - let alone one of the 
richest men in Britain. His 
personal fortune is estimated 
at £1 &\m ($2.1bn). 

Lord Sainsbury is deter- 
mined to make a success of a 


job he regards as "the best 
In government”. He says: "It 
brings together In a very 
exciting way the different 
strands of my life: the Inter- 
est in science, the involve- 
ment in business and the 
long-standing interest in pol- 
itics" 

Scientists are still glowing 
alter the government's com- 
prehensive public spending 
review - announced just 
before Lord Sainsbury’s 
appointment In July - which 
awarded university research 
an extra £i.ibn over the next 
three years. Peter Cotgreave, 
director of Save British Sci- 
ence, the research pressure 
group, says: "The feeling Is 
more positive today than at 
any time in the [12-year] his- 
tory of SBS." 

Those who have met Lord 
Sainsbury or worked with 
the Gatsby Foundation, his 



Lord Salisbury: long interest 

in centre-left politics 


charitable trust, are 
impressed with his under- 
standing of scientific princi- 
ples and grasp of technical 
detail 

The trust, winch has an 
asset base of about £400m 
and. spent £23m last year, is 
a significant supporter of 


research and science educa- 
tion In the UK. 

"I went to Cambridge in 
1959 as a historian but it was 
a very exciting time in the 
sciences and a lot of my 
friends turned out to be sci- 
entists." he says. “I changed 
half way through my 
there and read psychology 
for two years.” 

He joined J. Sainsbury 
after Cambridge and rose 
rapidly through what was 
then a family-owned 
regional grocery chain to 
become finance director In 
1973. 

He succeeded John Cnow 
Lord Sainsbury of Preston 
Candoverj as chairman in 
1992. 

David Sainsbury developed 
his interests in centre-left 
politics throughout his time 
in charge at Sainsbury's and 
financed the SHated Social 
Democratic party in the 
1980s. When that collapsed, 
he licked his wounds and 
switched allegiance to Tony 
Blair and "New" Labour. He 


reportedly donated more 
than Elm to the party before 
last year’s general election 
and. following the party's 
victory, became a lord. 

He put money into ariaa ce 
at toe same time, through > L V 
his Gatsby Foundation - V 1 :--.. 
whimsically named after 
Scott Fitzgerald's 1920’s play- : •/ ■ ■ ’ 

boy. The trust's two biggest v v . 
donations have been in Odds..* 
of particular interest 

donor plant biology and cog- 
nitive neuroscience. < 

One ambition as a mini®- 
ter is to help scientists com- 
m uni cate the excitement of 
their discoveries and pro - 
mote public understanding 
of science. But Lord 
bray's first priority “wffl be 
to renew the science has® ^ 
and reverse the negfecf » ta 
has suffered in M®*® ? H4 
years". 1 ' . _ j A 

He will also urge inthtero-vj 
to take advantage of 
demte research and “make 
sure that scientific infoflB* . t 
lion Is used property ‘ r 

across government” . 
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of state assets 
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Irony - in spades 

Jane Austen would * en updated - include the Weaker Sex. for example, or 
annrnve writ AS virginal Alice's infection People Like Us. You half 

IT a sexual disease after expect Phyllis Calvert or 

Martin Hoyle US* very first love-making. Anne Crawford, t urban ed 

ThP I .nit nnm n.-- Other wickedly observed fol- and shoulder-padded, to 
recent delShf at^th^Sirf ^ * ™>* jours are spot-om stride their clipped way 
S i^tLSL, Edm ‘ i he yuppie’s collection of through a still neatly hierar- 
SAm iSSTtuZr ^ T ° 0Se **'?“* COmlcS ’ ‘NcTociety replete with 
mine nromntnPM ^ 8ss ^ ncas ^l and worth a chirpy cockneys, tafis, jocks 

Whit Stillman's fortune; the discussion of and (innocent days!) paddies. 

I 2 Sney ' S cart0on *** ^ lu fact you get Anna Friel as 
SSl-heeU^e^va^ 11, *' sol emnl, a stereoty^ earthy north- 

Snnri *52*' couched m tit- crit. tones; erner, Rachel Weisz with a 

the earnest attribution of the not tee convincing poeh 

League education over and IwStiapfclJiiinSTmSTEI 

the expected easy road to THE LAST DAYS OF DISCO ^Jew 

SfSL; wntSHllma " L3f-£SS£SLST 

>l V ? rtls ' terity look good after all. 

S'lSSSd W THE LAND GIRLS Wartime members of the 

director. David Leland SStT.’SSLfSS,' 2S 

ctiiimati __ . - n _ * work on s Dorset form* soon 

refutes Emma Th™“«n-e HE GOT GAME “Seeonlv^emnloveJ 

famous “ or iirfamou, - Spfke Lee STSSSSh SS3E 

remark about Amman his warm-hearted wife (Mail- 

te . c “ n f *™*: His *0* is SPECIES 2 reen O'Brien). 

wicked, delicious, yiel ding Medak David Leland's treatment 

layer after layer of straight- rew ™ of potentially fascinating 

faced comment, devastate material is wishy-washy, 

mgly accurate but not environmental movement to merely hinting at the social 
unkind. The name that the re-issue of Bambi in the changes simmering beneath 
immediately leapt to mind 1960s. Like Austen, Whitman the surface and opting 
with his first feature, Metro- is merciless; but like Austen, instead for lazy cliches. Typi- 
po titan, with its discussions be is funny, forgiving and cal of the skin-deep approach 
of principle and dissections never cruel. is the countryside shot 

of motives, was Jane Austen. The film is immaculately (when in doubt, go pictur- 
The comparison occurs acted, notably by Britain's esque) with a glimpse or 
again. When Americans Kate Beckinsale as the what look like serried ranks 
have irony, they have it in shrilly self-centred Char- of post-war Forestry Com- 
spades. lotte. horribly convincing mission conifer plantations. 

The early 1980s: dubbing down to the perfect Araeri- Acting honours in this 
is the glittering social imper- can accent; Chlofi Sevigny, amiable, predictable and 
ative; and we focus on the just right as the watchful eminently forgettable 
friends, colleagues and (occa- plain Jane, Alice; and Matt copout go to McCormack’s 
sional) lovers of two unlikely Keeslar as an earnest young luminously reticent mixture 
apartment sharers. Spoilt lawyer with political asp Ira- of gravity and repressed aen- 
Charlotte is brightly, crassly tions. Miss Austen would suality. and Steven Mackin- 
solipsistjc; she takes under approve. tosh as the farmer's son, 

her wing the dowdy Alice, ★ proving yet again to be the 

self-effacing, observant, first Apart from colour, sexual most versatile of our young 
patronised, then resented by frankness and the odd swear actors since he burst before 
her flashy flatmate. Read word. The Land Girls slips the public as a wacky Ameri- 
Fanny Price in Mansfield blandly into the tradition of can teenager in a Neil Simon 
Park. those post-war British films play at the National Theatre 

Alice gets her man. of that portrayed the plucky a decade ago. 
course. But the specifically lives of ordinary people in * 

20th-century ironies - A us- momentous times: The Spike Lee's treatment of 



Spoat Charlotte and dowdy Alice: Kate Beckinsale and Chloi Sevigny In The Last Days of Disco' 


Afro-American life is becom- 
ing - mellower? more cyni- 
cal? Certainly less strident 
The power that comes of 
restraint is illustrated by He 
Got Game, one of those 
con vict-1 et-ou t-on-special- 
mission against-the-clock 
themes. Here the convicted 
killer (Denzel Washington - 
even Lee's casting is main- 
stream establishment these 
days) has to convince his 
estranged son. a potential 
basketball champ, to sign for 
the state governor's favour- 
ite college. (More of Disco's 
latent theme of popular cul- 
ture as a metaphor of Ameri- 
can society.) 

The lengths to which uni- 


versities will go to tempt a 
promising athlete to their 
ranks are staggering. Here 
the sexual emphasis lends a 
new meaning to the term 
“head-hunting". The film is 
stylish, garish, moving (in 
its depiction of father-son 
strains), slightly surreal: 
very Spike Lee. The use of 
Aaron Copland's resinous 
orchestral textures on the 
sound track add a dimension 
so metim es noble, sometimes 
merely portentous. 

★ 

The Mars landing is shown 
on television to a delirious 
America. But in a mental 
hospital an old man screams 
“I told him not to go!” We 


soon find out why in Species 
2. directed by Peter Medak 
who once made such accom- 
plished movies as Negatives 
and A Day in the Death of 
Joe Egg. His new offering is 
funny, though not enough to 
persuade you that the 
humour is all intentional. 

Monstrous DNA from Mars 
bas Infected a returning 
astronaut, leaving him with 
the unstoppable urge to 
mate with every available 
female. Presumably for fear 
that this renders him indis- 
tinguishable from the presi- 
dent of the US. a manhunt is 
soon on. He leaves a trail of 
bloody female corpses (nasty 
things pop out of their tum- 


mies after sex) as he popu- 
lates America with his 
spawn of uncannily silent 
instant children (shades of 
Village of the Damned). 

Meanwhile Eve. the half- 
human product of experi- 
mentation with the self-same 
alien DNA (see Species l, or 
rather don't) languishes in 
the lab. a Nordic goddess 
with the bod of an athlete 
and the hair of Mariella 
Frostrup. Despite the care 
lavished on her by Doc 
Laura (Marg Helgenberger), 
with many a suppressed Sap- 
phic glance, she goes ape at 
the faintest hint of testoster- 
one. And when she becomes 
telepathicaUy aware of a like 


creature rampant an earth 
there is no holding her until 
the two meet and mate in a 
flurry of gruesome special 
effects that do not exclude a 
faintly pornographic 
moment. 

There is much post-AZten 
eruption from human sto- 
machs of wormy tentacles 
and bloody viscera. “It's just 
offal!" cry the witnesses. 
Highlights include the scien- 
tists fighting the extra-ter- 
restrial threat with flit-guns 
and tracking the mutant 
fugitive through a supermar- 
ket via the visionary Eve's 
psychic directions (“Aisle 
one! Fruit and vegetables!"). 
As they say. it's just offal. 


lor fl. 


Oh no, baby, 
not you . . . 
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THEATRE 

AIj^AIRMACAUUY 

Tin Play Abort The Baby 
Almeida Theatre, London HI 

Terminally and irritatingly arch 
from start to finish, Edward 
Ai bee’s new play is self-con- 
sdous. self-congratulatory, over- 
blown, meagre. Its title. The Play 
About the Baby, is a misnomer; 
this is a play about reality and 
illusion, about make believe and 
fact, and manipulation in theatre 
and in life. Is there a baby? Who 
says there is a baby? Wbo says 
there isn't a baby? And why do 
they say so? 

Decades ago, Michael Frayn 
wrote a sketch (performed in The 
Secret Policeman’s Ball by 
Eleanor Bron and Peter Cook) in 
which a wife (her stomach bulg- 
ing hugely) began by telling her 
husband, "Darling, I'm going to 
have a baby.” Pause. Husband 
(wearily): “How many times do I 
have to tell you, Penelope. It's 
not a baby, it's a balloon." No. 
it's a baby; no. it’s a balloon; and 
so on. 

Finally, he put a pin into her 
midriff, which promptly burst. It 
was a balloon. Appalled, she sim- 
ply exclaimed “Prick!" The com- 
edy of this expressed so much - 
the need for, and the destruction 


of, illusion; the fascistic mascu- 
line versus the imaginative femi- 
nine; the need to win arguments 
etc - and it lasted maybe one 
minute, probably less. Al bee's 
play takes two hours (interval 
included^ to cover the same 
ground less wittily, and, actually, 
less touchingly. 

You can see - you cant miss - 
the kind of play Albee wants to 
write: the baroque kind, where 
theatrical illusion itself is the 
subject treated from more angles 
than one. It is a genre 1 love, as 
handled by Lope de Vega ( The 
Great Pretenders), Corneille [The 
Illusion ), through to Pirandello 
[Six Characters in Search of an 
Author) and De Filippo [La 
Grxmde Magia). 

But Albee’s version is mere 
camp. There is no depth to his 
illusion - even when Us charac- 
ters talk about tbe sex they have 
been having, they keep comment- 
ing playfully on themselves and 
much of the time they merely 
talk about the fact that they are 
talking about something - and 
no poignancy. 

I smiled once: when Frances de 
la Tour, amid an endlessly mean- 
dering spiel to us says, "I was in 
the touchy stages of a souffle.” 
But the same spiel, like tbe 
whole play, is stuffed with gab- 
ble-like “that's the first thing I 
want you to know - well, the 



CONTEMPORARY MUSIC 

Boulez adds to the score 


Palpably insincere: Alan Howard and Frances de la Tour 


Nigd Noma Eton 


second, actually, the first 
being. . . having been . . ." 

T han la (but not many thanks) 
largely to Maggie Smith and the 
Almeida, London has bad quite 
an Albee renaissance in the last 
four years. His writing, 1 find, 
does terrible things to actors: ft 
makes them as precious, as 
imspontaneous, as Us writing. 
Thus it is in Howard Davies' 
staging of this world premiere. 

Frances de la Tour, whom I 
have often admired so much, is. 


even when at her best here, like 
Maggie Smith at her worst; 
knowing, tricksy, desiccated. 
Alan Howard gives one of those 
palpably insincere performances 
he knows best how to perform; 
would you buy a used, or unused, 
play from this man? Zod Waites 
and Rupert Fenry-Jones contrib- 
ute a larger share of artifice than 
is agreeable to behold in still 
young actors. 


Sponsored by AT&T. 


Last weekend, the 73-year -old 
Pierre Boulez got a warm celebra- 
tion at Edinburgh. On Saturday 
he conducted the Ensemble Inter- 
contemporain - magisterially - 
in several of the 20th-century 
pieces he admires most and also 
in some key smaller works of his 
own. On Sunday he sat back 
whilst Martyn Brabbins led the 
BBC Scottish Symphony through 
his luxuriant Pli sehm pli (early 
1960s, composed before he began 
to conduct Wagner; often revised, 
rarely revived); and again while a 
later concert by David Robertson 
and tbe Ensemble culminated in 
tbe “premiere" of his new Sur 
Incises. 

That made a profound and 
bracing impact. Boulez is infer- 
nally driven to re-composing: not 
because be thinks he can rewrite 
the previous version “better", but 
because fresh possibilities for 
developing it crowd in upon his 
mind. When I heard the Paris 
premiere of Pli selon pli in tbe 
early 1960s, its first movement 
“Don” was still a solo piano- 
piece. Since then, “Don” has 
acquired a richly suggestive 
orchestra, matching and vying 
with intricate elaborations from 
the orchestra. 

Boulez recognises no “closed” 
structures nowadays. No doubt 
he thinks the very idea of a “per- 
fected” work a mere Romantic 
ideal, wrong in theory and wrong 
in practice. In 1994 he composed 
Incises as a six-minute piano 


piece, in toccata-style; Sur Incises 
is now an imposing, dramatic 
work, almost three-quarters of an 
hour long - for three aggressive 
pianos, three harps and three 
busy percussionists - which still 
contains tbe original piece, but 
also refracts it through innumer- 
able angles. 

In fact Boulez is already com- 
posing a further “transition" for 
Sur Incises, but what we heard 



C 






sounded complete enough. 
Unusually for Boulez, the second- 
ary instruments often just rein- 
force the piano-parts: extra 
emphases, expanded resonances. 
The furious toccata- writing of the 
original, crackling with repeated- 
notes, spreads to marimbas and 
vibraphone. 

A steel drum makes an eerie 
entry, and at tbe end slow-struck 
chimes recall the close of Stravin- 
sky's seminal Les Noces (which 
had four pianos and six percus- 
sionists). At various points Bou- 
lez seems also to remember his 
two-piano Structures from the 
1950s, and probably Stockhau- 
sen's comparable tour-de-force. 
Mantra. Sur Incises, however, 
bristles with a character of its 


own: incisive indeed, and head- 
long, and yet rather "classical" in 
its controlled form. 

Amid the lush textures of PU 
selon pli - surely nothing in Bou- 
lez is so ravishing as his music 
for multiple flutes and cellos in 
the fourth movement - Valdine 
Anderson carried the soprano 
line with lovely authority. Not 
just true pitch fin this worts a 
considerable feat): but unshakea- 
ble assurance, and keen expres- 
sive perception. Martyn Brabbins 
and tbe BBC Scots gave her ster- 
ling support, very well prepared. 

The concert earlier that Boulez 
conducted was enhanced by 
another North American 
soprano, Laura Aikin. She was 
charming in songs by Stravinsky: 
and In Boulez's two Improvisa- 
tions sur MaUarme, the precur- 
sors of tbe second and third 
movements of Pli selon pli, her 
pretty, liquid tone was a winning 
asset. Why did we ever think 
those pieces “difficult"? 

New to me was tbe 1993 Derive 
U ( Derive I is almost a party- 
piece now), a tardy tribute to Ell- 
iott Carter for his 80th birthday. 
Sonorous but spikey and a bit 
fierce, unlike Derive /; when we 
heard Sur Incises tbe next day, it 
became suddenly clear where 
Derive n had teen going to. In 
Boulez's hands, small chips con- 
stantly get turned into edifices. 

David Murray 
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CONCERT 

Concertgebouw 

. Tel: 31-20-675 4411 
Los Angeles Philharmonic: 
conducted by Esa-Pekka 
, Salonen in works by Adams, 
f Mahler and Sibefius; Sep 8 

OPERA 

Nethertends Opera, Net 
Murtektheater 
. Tel: 31-20-551 8911 

Qfitterdammerung: by Wagner. 
New staging by Pierre Audi, . 
conducted by Hartmut 
Haenchen. Cast includes Heinz 
Knee. Jeannine Aitmeyer and 
Henk Smif, Sep 8 

■ BADEN-BADEN 

CONCERT 

PestspibBtous 

fu- Chicago Symphony Orchestra: 
T conducted by Danlei Barenboim 
in works by Schoenberg and 
Mahler, Sep 3 

BEIJING 

OPERA 


The FOrbldden City 
www. turandal-on-site.com 
Turandot by Puccini. Conducted 
by Zubin Mehta In a staging by 
Zhang Yimou. With the Magglo 
Musicals Rorentino; Sep 5, 6, 7. 

8.9 

BIRMINGHAM 
coNcerrs 
Symphony Hall 
Tel: 44-121-212 3333 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in works by Strauss, 
Berg and Tchaikovsky; Sep 5 

• Czech Philharmonic: in a 
programme of works by Janficek, 
Beethoven and Dvorak; Sep 9 

BRUSSELS 

CONCERTS 
Palais des Beaux Arts 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in works by Berg and 
Mahler, Sep 7 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in works by Wagner, 
Schoenberg and Tchaikovsky; 
Sep 8 

DUSSELDORF 

CONCERTS 

Tonhafie 

Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Copland, 
Sibelius and Stravinsky, Sep 9 

EDINBURGH 

OPERA 


Edinburgh International Festival 
Tel: 44-131-473 2000 
www.go-edinburgh. co. uk 

• Dafibor by Smetana. New 
Scottish Opera production by 
David Pountney. With sets by 
Ralph Koftai and costumes by 
Sue Wlllmington. The conductor 
is Richard Armstrong; Edinburgh 
Festival Theatre; Sep 3, 5 

• LibuSe: by Smetana. Concert 
performance by the BBC 
Scottish Symphony Orchestra 
aid the Edinburgh Festival 
Chorus, conducted by Oliver von 
DohnSnyi; Sep 4 

THEATRE 

Edinburgh Internati on al Festival 
Tel: 44-131-473 2000 
www.go-ecBnburgh.co.uk 

• Caligula: by Albert Camus. 
Dutch performance with English 
sifotitles, directed by h/o van 
Hove; the Edinburgh Playhouse; 
Sep 3 

• More Stately Mansions: by 
Eugene O’Neil L Adapted by Karl 
Ragnar Gierow from O'NeilTs 
unfinished manuscript, tvo van 
Howe directs the New York 
Theatre Workshop: Royal 
Lyceum Theatre; Sep 3, 4, 5 

• Ph&Jre: by Racine. New 
Theatre Vtdy-Lausanne 
production, directed by Luc 
Bondy. Valerie Dr&wlle plays the 
title role; King's Theatre; 

Sep 3. 4. 5 

FRANKFURT 

OPERA 

Oper Frankfurt 
Tat 49-69-21237 999 
www.franklurt-business.dB/oper 
La Travtata- by Verdi. In a staging 


by Axel Corti; Sep 4, 6 

LONDON 

CONCERTS 

BBC Proms, Royal Albert Hall 

Tel: 44-171 -5B9 8212 

• BBC Singers: conducted by 
Jane Glover in works by Britten. 
Kod&ly, Elgar, Szymanowski and 
Parry. With the Choristers of 
Guildford Cathedral; Sep 4 

• Bournemouth Symphony 
Orchestra: conducted by Yakov 
Kretzberg m works by Glinka, 
Rachmaninov and Schmidt With 
piax) soloist Arkady Vobdos; 
Sep 9 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim in the European 
premiere of Harrison Birtwistle’s 
Exody. The programme is 
completed by Mahler's 
Symphony No. 5: Sep 3 

• Chicago Symphony 
Orchestra: conducted by Daniel 
Barenboim In works by Strauss, 
Berg and Tchaikovsky; Sep 4 

• Czech Philharmonic: 
conducted by Charles Mackerras 
in works by Jan6cek and Mahler; 
Sep 7 

• .Czech Philharmonic: 
conducted by Ubor Pesek in 
works by Duof&k, Szymanowski 
and Brahms. With violin soloist 
Raphael Oleg; Sep 8 

• European Union Youth 
Orchestra: conducted by Vladimir 
Ashkenazy in works by Berg and 
Strauss. With soprano Barbara 
Bonney. Sep 5 

• London Symphony Orchestra 
and Chorus: conducted by Colin 
Davis In works by Beethoven (arr. 
Colin Davis and David Matthews) 


and Tippett. With soloists 
including bass John Tomlinson; 
Sep 6 

LUCERNE 

CONCERTS 

International Festival of Music 
Tel: 41-41-226 4400 
www.UjcemeMusic.ch/ 

• Amsterdam Baroque 
Orchestra: Ton Koopman 
conducts works by Mozart. With 
soprano Lisa Larsson, contralto 
Elisabeth von Magnus, tenor Paul 
Agnew and bass Klaus Martens; 
Sep 6 

• BBC Symphony Orchestra: 
Andrew Davis conducts works by 
Revet, Mozart Walton and Elgar. 
With pianist Richard Goode; 

Sep 7 

• Leipzig Gewandhaus 
Orchestra: in works by Honegger 
and Bruckner. The conductor is 
Herbert Blomstedt; Sep 8 

• Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Copland, 
Salonen and Stravinsky, Sep 3 

• Los Angeles Philharmonic: 
conducted by Esa-Pekka 
Salonen in works by Strauss and 
Bruckner. With soprano Gunduia 
Janowitz; Sep 4 

• Royal Concertgebouw 
Orchestra: conducted by 
Rfccardo Chaifty in works by 
Debussy and Var&se- With 
soprano Sarah Leonard; Sep 5 

NEW YORK 

EXHIBITION 
Guggenheim Museum 

Tel: 1-212-423 3500 
www.guggmheiin.org 


Vilhelm Hammers hoi (1864-1916): 
Danish Painter of Solitude and 
Light Retrospective comprising 
60 works by this relatively 
unknown contemporary of 
Munch; to Sep 7 

SAN FRANCISCO 

EXHIBITIONS 

San Francisco Museum of 

Modem Art 

www.shmma.org 
Alexander Calder (1898-1976): 
around 250 works, among them 
some of the best examples of 
CaWer’s formally innovative 
sculpture. Alongside the mobiles 
and stabiles are selected 
paintings, drawings and jewellery; 
from Sep 4 to Dec 1 

TOKYO 

CONCERTS 
Suntory Hall 
Teh 81-3-3584 9999 

• Japan Philharmonic 
Symphony Orchestra: conducted 
by Gianluigi Gelmetti in Rossini's 
Petite Messe Solennelle; Sep 6 

• Japan Shinsei Symphony 
Orchestra: conducted by 
Antonelto AUemandl in works by 
Rossini; Sep 5 

• Orchestra Filarmortlca della 
Scala: conducted by Rfccardo 
Mud In works by Verdi; Sep 3 

• Tokyo Metropolitan Symphony 
Orchestra: conducted by Ken 
Takaseki in works by Reger and 
Beethoven; Sep 4 

EXHIBITION 

Museum of Contemporary Art 

TeL- 81-3-5245 41 11 

At the End of the Century: One 


Hundred Years of Architecture. 
Touring exhibition nsflectfrig on a 
century of dramatic change, from 
early 20th century colonial 
architecture through modernism 
and the Bauhaus to the rise of 
theory and skyscrapers; to Sep 6 

TURIN 

CONCERT 
Lingotto Flere 

Los Angeles Philharmonic; 
conducted by Esa-Pekka 
Salonen in works by Schoenberg 
and Bruckner; Sep 7 

TV AND RADIO 

• WORLD SERVICE 

BBC World Service radio for 
Europe can be received In 
western Europe on medium wave 
648 kHZ (463m) 

EUROPEAN CABLE AND 
SATELLITE BUSINESS TV 

• CNN International 
Monday to Friday, GMT: 

06.30: Moneyfine with Lou Dobbs 
1330: Business Ask 
19.30: World Business Today 
22.00: World Business Today 


• Businecn/Marfcet Reports: 
05:07; 06.-07; 07:07; 08:20; 09:20 
1020; 11:20; 11:32; 1220; 13:20 
14:20. 

At 0&2D Tanya Beckett of FTTV 
reports five from UFFE as the 
London market opens. 
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FINANCIAL TIMES THURSDAY SEPTEMBER* 


COMMENT & ANALYSIS 



SAMUEL BRITTAN 


ECONOMIC VIEWPOINT 


The three heresies 


The prevailing maxims of international statesmanship need 
critical examination if they are not to become platitudes 


The British political 
philosopher John Stuart 
Mill, arguing for free speech, 
said that even true doctrines 
needed critical examination. 
Otherwise they become stale 
and meaningless. It is in this 
spirit that I want to examine 
three heretical views that 
take issue with widely 
accepted mavinw of political 
economy. 

The first is that the 
operations of the 
International Monetary 
Fund to bail out countries in 
crisis do not help stabilise 
the world financial system. 
The argument can be stated 
in two words: moral hazard. 
The best definition I have 
seen comes from Charles 
Calomiris of Columbia.* 
Moral hazard arises from 
bankers who know that 
future gains from taking on 
risks will be private, but 
believe that losses will be 
borne by taxpayers. 

The IMF and World Rank 
document some 90 episodes 
of severe banking crises in 
developing countries since 
1982. In more than 20, the 
domestic bail-out costs 
exceeded 10 per cent of gross 
domestic product This is a 
perverse internal transfer. 

The IMF, the US 
government and other 
international institutions 
have aggravated the problem 
in two ways: by lending 
legitimacy to domestic 
bail-outs by encouraging the 
taxation of the domestic 
middle class to repay 
international credit; and by 
insulating foreign creditors, 
especially banks, from 
losses. 

Many US h anks and 
businesses would lose money 
without the current 
IMF-Asian bail-outs. Rescue 
operations, in Prof 
Calomiris's words, “weaken 
democracy', strengthen 
corruption, aggravate 
inequality and poverty and 
foster systemic financial 


Instability and industrial 
inefficiency". 

The second heresy has 
been well articulated by a 
dissident French economist, 
Pascal Salm of the 
University of Paris. Prof 
Salin was an opponent of the 
euro. But now it has arrived, 
he thinks Its best hope is if 
the bureaucrats and 
politicians leave it alone. He 
has denied that a single 
currency requires stronger 
co-ordination of economic 
policies or large public 
transfers to countries 
adversely bit by monetary 
integration.** 

The main effect of 
substituting the single 
currency for national ones 
will be to synchronise 
European business cycles. It 
wifi not affect the 
supply-side rigidities 
responsible for structural 
unemployment “Instead of 
harmonising taxation, rules 
and laws, fiscal and wages 
polices, there ought to be 
competition between 
European governments in 
these areas." he says. 

The conventional wisdom 
is that special measures are 


required to take the place of 
exchange rate adjustments 
for a country that 
experiences a real shock. 

But Prof Salin reminds us 
that a real shock is 
something that changes the 
relative market prices of 
different products. These 
i relative price changes 
cannot be avoided by 
printing more money or by 
fiscal transfers. 

In other words, the less 
that the Euro-X committee - 
on which the French 
government has set such 
store - does, the better. And 
British minis ters should stop 
shedding tears about their 
exclusion from this 
committee, which ideally 
should shut shop. 

The third heresy is that 
the countries of central and 
eastern Europe are wrong to 
give such high priority to 
joining the European Union. 
An eloquent statement of 
the case has been made in a 
pamphlet by Helen Szamuely 
and Bill Jamieson.*** 

The authors point out that 
the drive to enlarge the 
European Union has added 
to needless divisions among 
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the former communist 
countries. Estonia, which is 
among the advanced guard 
of first applicants, has been 
hived off from the two other 
Baltic states, Lithuania and 
Latvia, frustrating 
potentially helpful economic 
arrangements between these 
countries. On the authors' 
analysis, the EU is an 
anti-free market 
organisation, which can only 
delay the emancipation of 
these countries from their 
communist past 

The most convincing of 

the three heresies is the 
first, that we should end the 
automatic rescues of third 
world countries hit by 
currency crises. The history 
of capitalism has always 
involved a series of defaults 
and debt reconstructions, 
which borrower and creditor 
have a common interest in 
undertaking. The knowledge 
that the western taxpayer 
will underwrite rescue 
operations only diminishes 
the sense of responsibility of 
the immediate participants. 

Lenders of last resort 
nowadays have to cross 
national frontiers. The 
problem remains that of 
trying to support banking 
systems while penalising the 
managers and shareholders 
of insolvent institutions. The 
process is likely to be more 
successful if freed from the 
task of supporting 
governments that may have 
set off the chain reaction. 
Russia is in a different 
category and needs to be 
assessed by political rather 
the technical criteria. 

The second heresy on the 
harmful Irrelevance of EU 
economic coordination is 90 
per cent right But simply 
leaving the European central 
bank to get on with it will 
not be enough. Like so many 
European monetarists. Prof 
Salin overlooks the 
short-term rigidities even in 
fairly competitive 
economies. For instan ce, be 
is hi g hl y critical of the 
monetary accommodation to 
the oil price increases of the 
1970s. And though this, 
accommodation undoubtedly 
went too far, if European 
governments had relied 
entirely on downward 
movements of other prices to 
compensate for the explosion 
of oil prices, the recession of 
these years would have been 
even greater than it was. 

I am tempted by the third 
heresy, that central and 
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eastern Europe should steer 
clear of the EU. But many 
political leaders from these 
countries obviously feel that 
their emancipation from the 
past will not be fully 
completed until they form 
part of the main political 
organisation that holds 
western Europe together, in 
however fragile and 
imperfect a way. 

There is one key economic 
question. As the authors of 
the pamphlet say. the great 
advantage that the former 
communist countries have is 
the supply of trained labour 
with lower wages and social 
overheads than the highly 
unionised labour forces of 
western Europe. But this 
cuts both ways. Surely, 
European politicians, trade 
unionists and corporate 
leaders would be in a much 
better position to maintain 
barriers against products 
from their eastern 
neighbours - not to speak of 
inward migration - if these 
neighbours were excluded 
from the Union. 

Finall y, there is a more 
selfish point. Those of us 
who do not regard the idea 
of a free trade area as an 
Insult and who dislike the 
dvrigiste thinking behind 

many aspects of the EU have 
been looking forward to 
enlargement as a prod 
towards reform. It would be 
prohibitively expensive to 
extend the Common 
Agricultural Policy to a 
country like Poland. Nor 
could structural funds for 
central and eastern Europe 
simply be added on to those 
already provided for 
southern Italy. Spain. 

Portugal and Ireland. 

Despite all its faults, the 
EU is the only EU we have. 
Our best hope is that new 
members will make common 
cause with reformers among 
existing members to make it 
more of a genuine single 
market and less of a 
paradise for bureaucrats and i 
cart elm ongers. 


LETTERS TO THE EDITOR 


IT investment advice packages pose 
threat to full-service brokers 


From Mr Henry Birdseye 
WeiL 

Sir, Your article “Caught 
up in the net" (August 2930) 
is right on target regarding 
the impacts of the internet 
on transactional services. 
However, it reflects the pre- 
dictable, but unjustified 
complacency of fun-service 
brokers. They fail to recog- 
nise that advice is not 
immune to commoditisation, 
but rather is following exe- 
cution down the same path. 

Competitive pressures, 
technological developments, 
and greater investor sophis- 
tication are combining to: 

• Reveal that most advice 
adds little value or is actu- 
ally value-destroying. 

• Make a wide range of 
“professional” financial 
information - for example, 
analysts’ research reports - 
available to retail investors 
at little or no cost 


• Encourage investors to 
take a DIY approach. 

• Cause financial service 
providers to use advice as a 
loss-leader to win and retain 


customers. 

Studies show that most 
actively managed portfolios 
underperform the broad 
market indices. The same 
conclusion almost certainly 
applies to investment advice. 
The retail investment pro- 
cess will become "advice- 
lean” because of the rise of 
US-style mutual funds as the 
primary repository of retire- 
ment savings, and investor 
reliance on rating services to 
select specific funds. This 
trend wfU be reinforced by 
the availability of increas- 
ingly intelligent, low-cost 
software to support invest- 
ment decision-making, plus 
growing scepticism regard- 
ing the objectivity and pro- 
fessionalism of "expert” 


Henry Birdseye Weil, 
senior lecturer, 

Sloan School of 
Management 
50 Memorial Drive. 
Cambridge. MA 02139. US 


Taking the lead with good judgment 


From Mr Bruce Tofield. 

Sir. John W. Hunt "Intu- 
ition is more than just a 
hunch”. August 26) 
addressed, over many col- 
umn inches, a query about a 
manager whose performance 
"was peppered with impres- 
sive feats of instinctive 
problem-solving”. 

Co nflating good judgment 
with “intuition” creates con- 
fusion and waffle. "1 initi- 
ated the new activities; I just 
did it - you have to make a 
judgment to do t-hings that 
are of benefit to the firm.” 


This was what a very suc- 
cessful chief executive, men- 
tioned more than once in 
this paper, told me when I 
was interviewing him to 
understand his potential. 

His capacity for making 
good judgments was evident 
from the way he described 
his decisions. More impor- 
tant. his potential to succeed 
would have been evident to 
the trained observer long 
before his present success. 
The successful manager who 
was the focus of Prof Hunt’s 
article was likewise exhibit- 


ing good judgment, but 
being honest about the way 
judgment feels when saying 
she “just knows”. 

Good judgment is the key 
to good leadership and good 
management. Only where it 
is in abundance can compa- 
nies be masters of their des- 
tiny. 


Bruce Tofield, 
Realise Potential, 
The Old Bakery. 

212 Hoppers Road. 
Winchmore Hill, 
London N21 3NF, UK 


The logical refuge for a beleaguered dollar 


* The IMF's Imprudent Role 
os Lender of Lost Resort. 
Cato journal. May 1998 
** Now That the Euro is 
Here, Avoid This Trap. Wall 
Street Journal Europe, May 
51998 

*** A Coming Home or 
Poisoned Chalice? Centre for 
Research into Post- 
Communist Economies 


From Mr Robert Coleman. 

Sir. I notice that on the 
same day (September 1) as 
you published the letter 
from John Stevens, an MEP, 
concerning the need for ster- 
ling to enter the protection 
of a monetary bloc to avoid 
exposure to the volatility of 


the currency markets, your 
headline in the Currencies 
and Money section reads 
"Dollar becomes casualty of 
turmoil". 

Following his argument to 
its logical conclusion, could 
it be that Mr Stevens would 
now suggest that the dollar 


should seek entry into Emu? 


Robert Coleman, 
director. 

US Offshore, 

Roman House, 

296 Golders Green 
Road, 

London NWll 9PT, UK 


Number One Southwark Bridge, London SE1 9HL 


samueLbrittania.fi. com 
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F orget T oulouse 


A s the world's aero- 
space executives 
begin gathering 
for next week's 
Famborough air show, near 
London, one topic dominates 
conversation: can Alan 
Mulally save Boeing? 

Mr Mulally was this week 
given the task of reviving 
Boeing’s civil aircraft divi- 
sion after the sacking of Ron 
Woodard, one of the indus- 
try's dominant figures. Mr 
Woodard paid the price for 
months of production prob- 
lems at Boeing's factories, 
which helped push the group 
tnto a SlTSm net loss last 
year - its first for 50 years. 

Mr Woodard’s dismissal 
was announced by Phil Con- 
dit, the US group's chair- 
man, whose own departure 
has been frequently 
rumoured In recent months. 
While Wall Street largely 
welcomed the change, some 
were sceptical. The cynics 
compared the Boeing reshuf- 
fle to Russian president 
Boris Yeltsin's decision to 
change prime ministers. Boe- 
ing's problems run deep, 
they say. They cannot be 
solved simply by changing 
the faces at the top. 

The past three years have 
been the best the aircraft 
industry has seen since the 
late 1980s - and Boeing has 
largely wasted them. 

It expects to deliver 550 
aircraft this year, compared 
with 374 last year and 209 in 
1996. Yet its financial perfor- 
mance has been dire. 

Of course there have been 
achievements. Last year’s 
takeover of McDonnell Doug- 
las, also of the US, gave Boe- 
ing a large defence arm to 
complement its civil aircraft 
business. Boeing has also 
started to upgrade its anti- 
quated production tech- 
niques. which, for example, 
involved parts being logged 
on 400 separate computer 
systems. 

But Boeing attempted a 
sharp increase in aircraft 
output while the upgrading 
of its manufacturing pro- 
cesses was still incomplete, 
and its factories failed to 
keep pace. 

Full recovery will take 
! several years. After the 1997 
loss. Boeing expects net 
earnings of $ibn this year 
and S2bn in 1999. These fore- 
casts deeply disappointed 
analysts; Boeing’s expected 
earnings represent less than 


Can Mulafiy rescue Boeing? 
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2 per cent of forecast sales 
this year and 3 to 4 per cent 
in 1999. After that, analysts 
fear the aerospace industry 
will enter a downturn, which 
could happen sooner if the 
current market turmoil 
results in worldwide reces- 


sion. 

Knowing that its factories 
were not fully modernised, 
why did Boeing attempt to 
raise output from 18 aircraft 

a month in 1986 to 47 this 
year? The answer is because 
profitable airlines were 
investing in new aircraft and 
Boeing was desperate not to 
lose business to Airbus 
Industrie, its European rival. 

The battle with Airbus, a 
four-company consortium 
with headquarters in Toul- 
ouse, is the key to Boeing’s 
problems. The two are the 
world's only manufacturers 
of large jets. At a time of 
rising demand, they should 
have had no problems in 
increasing prices, particu- 
larly with all their factories 
working at full capacity. 

But so desperate was Boe- 
ing not to cede its market 
leadership that it entered a 
ruinous price war with Air- 
bus. The European consor- 
tium has only once, in 1994. 
won more annual orders 
than Boeing. The US group's 
sense of humiliation was 
intense. 

Boeing's executives, with 
the now-dismissed Mr Woo- 
dard at the helm vowed it 
would never happen again. 
At the group’s Seattle facto- 
ries. workers put up banners 
saying “Refuse Toulouse". 

When airlines approached 


Boeing to Inquire about 
ordering new aircraft, the 
US company did not tell 
them its factories were too 
busy. Once ordered, aircraft 
fly for 25 years or more. Boe- 
ing could not bear the 
thought of those potential 
customers defecting to Air- 
bus. 

To counter the Europeans’ 
highly regarded narrow- 
bodied A320 family, Boeing 
developed a new version of 
its 737 aircraft. But the new 
737 family developed produc- 
tion problems of its own. As 
a result, Boeing says it will 
sell the first 400 of its new 
generation 737s at a loss. 

To add to Boeing's trou- 
bles, Airbus began snatching 
orders from under its nose. 
Airbus sold aircraft to US 
Airways and United Airlines 
in the US. In Europe, it won 
orders from British Midland, 
Sabena, and — last week arm 
most damagingly - from 
British Airways, which had 
always bought Boeings in 
the past 

If Mr Mulally is to succeed, 
analysts say he needs to stop 
worrying about w innin g 
more orders than Airbus and 
concentrate instead on sell- 
ing aircraft at a profit. But 
Boeing has repeatedly 
alleged that it is diffic ult to 
compete on price because 
Airbus plays by different 
rules. 

Boeing argues that Airbus 
is subsidised by European, 
governments. It adds that 
Airbus's structure makes it 
impossible to tell whether it 
is profitable or not. Airbus is 
a Groupement dTnieret Earn ■ 


omigue, which means it does 
not publish accounts. Any 
profits and losses accrue to 
its owners - Aerospatiale of 
France. Daimler-Benz Aero- 
space of Germany, British 
Aerospace and Casa of 
Spain. 

While it is true that Air- 
bus receives a third of its 
development costs from its 
shareholders’ governments, 
this is legal under a US- 
European agreement. And 
Boeing receives government 
assistance too. A recent 
example is its Delta HI 
rocket, which blew up on Its 
maiden flight last week. 
Developed as part of the US 
defence programme, it will 
be used to launch commer- 
cial satellites. 

Boeing’s argument that 
Airbus can hide any losses 
carries more weight- There 
could be some relief for Mr 
Mulally here since the Air- 
bus partners intend to turn 
it into a limited company 
next year, and eventually 
float it off. 

This should mean Airbus 
would have to pay greater 
attention to shareholder 
value, which might dissuade 
it from cutting its prices. 
But Nick Cunningham, aero- 
space analyst at Salomon 
Smith ' Barney in London, . 
says that even as a limited 
company Airbus might be 
slow to change, particularly 
because Aerospatiale -will 

continue to exert an impor- 
tant influence. Although, the 
French government has 
announced plans to privatise 
Aerospatiale, Mr Cunning- 
ham says it takes time for 
companies to adjust to life in 
the private sector. “It took 
British Aerospace a long 
time and a neardeath expe- 
rience to change,” Mr Cun- 
ningham says. 

In any event, Mr Mulally 
cannot base his strategy on 
Airbus changing. He needs 
to complete the modernisa- 
tion of Boeing’s factories ana 
Insist that its aircraft are 
sold at a profit He will have 
to accept that Boeing might 
sometimes have to take -sco- 
ond place to Airbus, which 
will require a substantial 
culture chang e in Seattle. If 
he succeeds. Mr MulallywiH - / 
be the clear favourite to suc- 
ceed Mr Candit as Boeing's 
chairman . If he fails, he can 
expect to be cast aside with 
as little ceremony as a Rufr 
sian prime minister. 
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investment advice. 

In the future, value added 
will come from using sophis- 
ticated information technol- 
ogy to integrate financial 
services in innovative ways. 
Examples include bundled 
banking and brokerage ser- 
vices, systems which provide 
access to a wider range of 
markets and investment 
opportunities, and brokers, 
who become on-line mer- 
chants with product infor- 
mation, shopping, and con- 
sumer finance. Traditional 
full-service brokers face a 
stark Darwinian selection 
process. Many are already, an 
endangered species, but 
don’t yet know it. 
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Boeing's new boss must stop wasting time moaning about Airbus and get on with the 

job of making its aircraft more profitable, says Michael Skapinker \ 
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COMMENT & ANALYSIS 


financial times 

Thursday September 3 1998 

Exorcising 
Russia’s past 


DS President Bill Clinton has 
come and gone, but Russia 
remains locked In a political 
stal em a te . It has no government, 
its currency continues to tumble, 
its stock market has crashed, its 
banks cannot pay their deposi- 
tors and the shelves of its shops 
are rapidly becoming as bare as 
they were in the bad 6W days of 
the Soviet Union. The parliament 
reflises to confirm a new prime 
minister in office, and is attempt- 
ing to impeach Boris Yeltsin, the 
president 

Mr Yeltsin insists that he 
wishes to maintain the path of 
economic reform pursued by his 
previous governments. So does 
Victor Chernomyrdin, the man 
he wants to reinstate as prime 
minister, just five months after 
he sacked him. But it is not clear 
what they mean by economic 
reform, whether they mean the 
same, and whether they have any 
hope of getting it past the 
communist-dominated Duma. In 
short, there is no policy in pros- 
pect to cope with the crisis. 

The problem which has sty- 
mied the whole process of 
reform, virtually since Mr Yeltsin 
came to power, is that there is no 
national consensus on how to 
transform the country from 
wholesale communism to a free 
market The president certainly 
has no vision of his own. and his 
governments have muddled their 
way from one compromise to the 
next fearful of dismantling the 


old system before a new one is in 
place. 

The result is a country which 
has liberalised its financial mar- 
kets, but failed to reform its 
industrial Structure. It maintafnc 
much of the psychology of the 
command economy, within the 
trappings of a market system. 
And it does not work. 

A majority in the Duma, led by 
the rump of the old Communist 
party, would like to go back to 
the past. They are convinced that 
the reforms have led to today's 
collapse. But they have consis- 
tently blocked major items of leg- 
islation, including essential tav 
reforms, and attempts to curb the 
monopoly powers of the old state 
producers. So they are also part 
of the problem. 

Of course Mr Yeltsin might 
decide to call the Communists* 
bluff by proposing one of them to 
be prime minister, like Gennady 
Zyuganov, the man be d efeated 
in the last presidential election. 
It would be a huge risk, both 
because Mr Zyuganov and his 
colleagues are unimpressive and 
because they would almost cer- 
tainly try to turn the clock back 
to the command economy. The 
only consolation is that they 
would be doomed to failure. 

It would be a desperate move, 
and a step backwards. But at 
present there looks to be no other 
way forward. At least it would 
remind Russians that nostalgia is 
no answer to their problems. 


The other Europe 


The recent collapse of confidence 
in emerging markets has dealt a 
harsh and unjust blow to those 
countries in eastern Europe that 
bad been making rapid strides 
towards reform. 

The 27 per cent fall in the value 
of the Budapest stock market 
since Russia’s default on its for- 
eign debt could hardly be justi- 
fied by any deep-seated change in 
Hungary’s economic prospects. 
The same is true of the, Czech 
Republic and Poland. Risk premi- 
ums in central Europe have risen 
along with the uncertainty in 
Rsusla. 

In the panic, investors have 
largely ignored the fundamental 
changes that have occurred in 
the region since the days erf Com- 
econ. 

The overwhelming economic 
links with Moscow have long 
since been broken, as the coun- 
tries of centra] Europe have re- 
oriented their trade towards the 
European Union. Russia now 
accounts for only around 5 per 
cent of many central European 
countries’ exports compared with 
the two-thirds to three-quarters 
of their trade going to the EU. 
Economic growth in the EU is of 
far greater Importance for their 
economic health. 

All three central European 
countries are implementing 
orthodox economic policies with, 
the object of entering the EU 
after 2002. 

They know this is a narrow 


path. Consequently they can be 
expected to pursue strict and 
responsible economic policies 
during the mounting Russian cri 
sis. Since failure will be punished 
by the markets, success should 
not now be ignored. 

The Czech Republic, for exam- 
ple, is recovering well from its 
difficulties in early 1997, when 
financial market irregularities, a 
slackening of the pace of reform 
mid a growing -current -account 
deficit eroded confidence. Devalu- 
ation and the austerity package 


are helping to bring the economy 
back on track, and the new 
minority Social Democrat govern- 
ment appears to accept that it 
must press on with the fuD priva- 
tisation of the hanking system 
and more financial reforms. 

Elsewhere in the region similar 
efforts are already well in hand. 
The breaking up of the cosy rela- 
tionships between banks and 
indebted companies is a key con 
dition for restructuring the enter- 
prise sector. After a halting start. 
Hungary has led the way and has 
largely privatised the banks with 
a big injection of international 
banking knowbow. Poland Is 
moving resolutely down the same 
path. 

It would be a sad irony if the 
privatisation process should be 
disrupted by a collapse of inves- 
tor confidence triggered by the 
failure of nearby Russia to pur- 
sue just such consistent and rig- 
orous market reforms. 


l Helping hand 


When Bill Clinton arrives in 
Northern Ireland from Moscow 
today, he will move from the poli- 
tics of despair to hope. In Russia 
the US president could do little. 
In the province he can exert a 
powerful influence towards 
peace. 

Before the visit, his office tele- 
phoned Gerry Adams, leader of 
Siim TOn/IRA. On Tuesday, Mr 
Adams committed himself to 
peace in unprecedentedly strong 
- and unambiguous - terms. He 
stopped short of promising that 
his terrorist supporters would 
hand in their weapons, but the 
rhetoric of peace makes it pro- 
gressively less likely that they 

I will be used. 

“ Peace may yet prove elusive, 
but when Mr Adams says that 
“inclusive and honest dialogue is 
the only way forward in this 
country”, he should be taken at 
his word - and held to it Mr 
Clinton can help to reinforce that 
message, not . only throughout 
Ireland, but among his compatri- 
ots in the US who have been 
helping to fund terrorism in 
Ulster for three decades. 

After the death of 28 people in 
Omagh, the US said it would 
refuse visas to members of the 
32-County Sovereignty Commit- 
tee. the political arm of the 

[i self-styled "Real IRA" which 
committed the atrocity. This was 
a useful way in which the US 
could help to isolate the rump of 
fanatics still espoused to vio- 
lence. It was one more of the 
bufiding blocks of peace, so labo-' 
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riously assembled since the Good 
Friday agreement. Their success 
in changing the consensus in 
Ulster was reflected in the over- 
whelming condemnation of the 
Omagh bombing, recently echoed 
even by the provisional IRA 

Against such a political back- 
ground, when hope seems to be 
- emerging from the Omagh rub- 
ble. the UK government’s hasty 

move to strengthen the laws 
against terrorism look ill-judged. 

Granted, they are directed spe- 
cifically at members of the few 
terrorist organisations which 
haw not signed up to the peace 
process. Granted that some safe- 
guards have been included in the 
most recent draft. The uncorro- 
borated word of a policeman will 
not now be enough to secure a 
conviction. Silence wOl be sug- 
gestive of guilt rather than proof 
of it. Granted also, the measures 
will be reviewed after a year. 

Even so. this law represents a 
serious incursion into civil liber- 
■ ties. If strictly applied it could all 
too easily create martyrs, espe- 
cially in the minds of Irish 
Americans who may be hazy 
about the details. 

The peace process can best be 
cemented by transparent justice 
and cautious clemency. The 
effects of reducing the burden of 
proof against suspected terrorists 
will be judged not only by Irish 
sentiment but at the bar of US 
and -world opinion. The new law 
must therefore be applied with 
the greatest caution and repealed 
as soon as passible. 


\ 



Raining on Europe’s parade 

One of the greatest monetary changes ever - Europe’s single currency - will begin as the full effect 
of the emerging-market crisis becomes clear. Wolfgang Munchau considers the implications 


O nly a few weeks ago a 
senior European cen- 
tral banker said the 
launch of the single 
currency could not take place at 
a better time. Economic growth 
was picking up. he noted, unem- 
ployment was coming down, and 
there were few signs of inflation. 

A few weeks and a financial 
crisis later, the opposite s eems 
true. It now looks as if European 
economic and monetary union 
could hardly have been la unched 
at a worse time. The fear of 
global recession, an unstable 
financial environment anH a con- 
tagions spread of devaluations 
from Asia, to Russia and possibly 
to Latin America and central 
Europe have all combined to cre- 
ate disturbing dilemmas for 
European policymakers. In par- 
ticular. the risk is growing that 
the new European Central Bank 
will get Its monetary policy 
wrong when it assumes responsi- 
bility for the single currency next 
year. 

If the governors of the ECB set 
interest rates too high, they will 
be criticised for forgetting the 
lesson of the 1930s depression, 
caused by the failure of central 
bankers to offset falling share 
prices with a looser monetary 
policy, sending a ripple effect of 
bank failures across the world. 

But if the ECB’s governors set 
interest rates too low, they will 
be criticised for failing to observe 
another historical lesson. In 1987 
many of tbe world’s central 
banks made tbe opposite mistake 
by overreacting to a stock market 
crash by cutting interest rates in 
the middle of an economic boom. 
The result was higher inflation 
which required a fierce monetary 
squeeze in tbe early 1990s. If the 
ECB opted for this particular 
mistake, it would risk breaching 
its constitutional duty to main- 
tain price stability. 

Finance ministers face equiva- 
lent risks with fiscal policy. The 
budgets of tbe 11 countries that 
will use the euro are constrained 
by a stability and growth pact, 
which calls for balanced budgets 
over tbe business cycle. But as 
signs grow of a world slowdown 
(or worse), politicians will con- 


front tbe question: should they 
react by relaxing fiscal policy, 
and thereby risk breaching tbe 
pact? Or should they stick to the 
pact, set policy on autopilot, and 
hope everything works out? 

The scope for mistakes is 
alarming and the stakes are 
huge. If there is a global slow- 
down. then Europe, which 
accounts for almost 30 per cent of 
world output, should be better 
placed to act as a locomotive for 
the world economy than Japan or 
tbe US. tbe other industrial 
superpowers. Japan is plunging 
deeper into recession. The US. 
which has so much of its wealth 
in the stock market, will be 
harder hit by a market correction 
than Europe. The Organisation 
for Economic Co-operation and 
Development estimates that a 20 
per cent fall in share prices 
would reduce European gross 
domestic product by 0.2 per cent 
in the second year, but would cut 
the US's by 0.6 per cent The cor- 
ollary is that if Europe is per- 
ceived to have got its policy 
response wrong - if it retreats 
into its shell instead of being a 
locomotive - then the disappoint- 
ment and opportunity cost will 
be all the greater. 

Eurosceptics should not get too 
excited, though. Emu will not dis- 
integrate or even be delayed 
because of a slump in world 
stock markets or because of the 
economic meltdown of Russia. 
On the contrary. A delay would 
only add to the uncertainty and 
would smack of panic. 

EU 11 real GOP fourth 
Annual % change 


Nor does the crisis mean that 
Emu is necessarily at greater risk 
of breaking up. The main threat 
to the currency union has always 
come from a s&called asymmetric 
shock - that is. one that affects 
different countries differently. 
The shocks of the past few weeks 
are not like that. It is true that a 
meltdown of the Russian econ- 
omy would affect Germany more 
than France, hut even so Russia 
makes up less than 2 per cent of 
German trade. Broadly, from the 
European point of view, shocks 
from Russia. Asia or on Wall 
Street, are ail symmetrical - 
affecting the whole of the euro 
zone in the same way. 

But all this is little consolation 
for Europe's policymakers. For 
them, the situation differs from 
the position in the early 1930s or 
late 1980s because of the great 
uncertainty over the immediate 
economic outlook. Policymakers 
are now confronting two sharply 
different possibilities, with very 
different policy implications. 

The first outlook is the optimis- 
tic case. In its spring forecast, the 
European Commission forecast 
growth in the £-11 zone of 3.0 per 
cent this year, rising to 3.2 per 
cent in 1999. At these rates, the 
euro-zone would become the 
world’s economic locomotive by 
the end of this year. It was this 
prospect of a strong rebound in 
growth that has attracted many 
international investors and much 
hot money into the euro-zone. 

The other possibility is far 
more pessimistic. It is increas- 



ingly being shared by private- 
sector economists. Tbe economic 
research team of Deutsche Bank 
in Frankfurt warns that the E-ll 
growth rate might not be 32 per 
cent in 1999 as the Commission 
had forecast, but only 2 to 22 per 
cent. Similarly. Gary Dugan of 
J.P. Morgan has cut his GDP 
growth prediction for 1999 from 
2.9 per cent to 2.5 per cent and 
revised down his forecast for 
European corporate earnings 
growth next year from 12 per 
cent to 5 per cent. 

Tbe difference between the two 
forecasts is due in part to the 
wealth and investment effect of 
the recent fall in stock markets 
as consumers are less well-off 
and companies face a less attrac- 
tive environment for raising cash 
for investments. But most of the 
difference is due to the knock-on 
effects of any global economic 
slowdown. Around 40 per cent of 
the world economy is either in 
recession or heading that way. It 
is difficult to imagine that the 
euro-zone can make itself 
immune from the world economy 
and remain a safe haven for any 
length of time. 

The contrasting forecasts have 
different policy implications. If 
the euro-zone economy is grow- 
ing at 3 per cent, as the European 
Commission suggested back in 
the spring, the current level of 
European interest rates would 
appear extremely low by historic 
standards, even taking into 
account the relatively benign out- 
look for inflation. 

Under the Commission's fore- 
cast. the euro-zone economy 
would be well on its way towards 
the peak of the business cycle 
and interest rates should proba- 
bly go up now, anticipating 
future capacity shortages, rising 
further next year. 

The correct fiscal policy 
response, on these assumptions, 
would be to keep a tight rein on 
spending and seek to run bal- 
anced budgets. European officials 
have already expressed concern 
that European governments may 
have lost interest in keeping fis- 
cal policy tight as soon as they 
met the Maastricht criteria for 
entry into the single currency. 
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Bear out of 
the woods? 

There can be few people around 
Wall Street more relieved by the 
stock market's recent direction 
than Larry Tisch. The former 
chairman of CBS has had his 
money - or at least his 
shareholders’ money - riding on 
_ stock market fall for some time. 
Loews, the New York holding 
company that Mr Tech heads, 
took the unusual step of placing 
bet on lower share prices more 
than 18 months ago. and lost 
more than Sl.Sbn as a result 
Speculation? Not according to 
Tech. Loews’s operating 
companies range from insurer 
CNA to the Lorilfard cigarette 
company and Bukwa watches. 
The stock market “hedge" was a 
way of protecting shareholders 
from a fall in value at these 
companies that would come from 
general market decline. 

Not the sort of thing that most 
chairmen of holding companies 
do, perhaps. But his 
shareholders are probably feePng 
a little happier this week - 
assu ming, of course, that Tisch 
kept the faith and stayed bearish. 

Three months ago. Tisch told 
Business Week that a 20 per 
cant decline in the stock market 
would probably help him make 
up aH of Loews’s losses, adding: 
“In the long run, 1 thing we're 
doing the prudent thing. " 

The stock market has gone 
down some 15 per cent since the 


middle of July: Loews's stock 
has hardly budged. 

Victory role 

Smiles all round yesterday as the 
European Fighter Aircraft was 
christened Typhoon for export 
markets. The name certainly has 
resonance - the Royal Air Force 
had a few thousand Typhoon 
fighters during the second world 
war. 

But Observer recalls that the 
old crate wasn’t the British 
aviation industry’s finest It was 
late Into service, unreliable, 
subject to structural faults - the 
tail fell off several early examples 

- and too slow to fulfil its original 
brief as an interceptor. 

It wasn't all bad. The old 
Typhoon could carry more 
cannons than a Spanish galleon 
and eventually came into Hs own 
as a ground attack airc ra ft ; one 
even managed to catch up with 
Rommel’s staff car to give the 
field marshal a fright 
Anyway, you don’t expect 
perfection for £5.000 a throw. 
Let’s hope the £4Qm-a-go 
Eurofighter fares better - or it 
might end up spraying crops- 

Meishi beaucoup 

Japan’s meishi printing industry 
has emerged as a winner from 
the various merger antics at 
United Bank of Switzerland over 
the last year. In a country that 
takes the art of presenting meishi 

- business cards - very 


seriously, corporate reshuffles 
mean lucrative printing orders. 

Some cunent investment 
banking staff started off with 
name cards embossed with SG 
Warburg. When Swiss Bank 
Corporation bought that a few 
years ago, new cards were 
needed for SBC Warburg. 

But then came the planned 
joint ventures with Long Term 
Credit Bank, officially known as 
LTCB-SBC Warburgs. But then 
UBS merged with SBC - and the 
new meishi changed to 
Incorporate the UBS instead. 

Just as the staff got used to 
wielding that card, they have 
now been told that the LTCB Is 
to be dropped, pending a verdict 
on the troubled Japanese bank's 
fete. For the time being, there are 
new meishi boasting the tide 
Warburg Dillon Read, which the 
Swiss bank hopes will have a 
better shelf - or should that be 
wallet - life. 

The printers, for their part are 
hoping that Sumitomo Trust will 
come on board the joint ventures 
before too long. 

Voice over 

Italians have tolerated strikes by 
everyone from fanners to airline 
stewards and beach workers this 
year, but a walkout by film 
dubbers is a saapem too far. 

Italians tote subtitles and insist 
on American films being dubbed. 
But a strike by the dubbers in 
the SAI actors’ union over pay. 
and conditions looks tike 
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depriving movie-mad Italians of a 
post-holiday surfeit of celluloid. 

The dubbers are taking their 
case to the Venice film festival 
which starts today - where 
Hollywood blockbusters like 
Steven Spielberg's Saving Private 
Ryan will be shown in plain 
American English. This might be 
just the moment to revive the 
Italian film industry. 

Hacked off 

There was a frantic hunt for 
gremlins - or hackers - in 
Brussels yesterday as the 
European Union’s web site 
declared that a clutch of EU 
ministerial meetings had been 
called off. 

Sadly, one meeting not 
“cancel led" was next month's 
"special" summit in Pfirtschach, 
Austria, on EU institutional 
reforms. Many Brussels insiders 
would happily see that one slide 
off the agenda as it promises to 
be among the EU’s duller events. 
Maybe the computer hacker is 
looking forward to that one - ft 
sounds like a nerds 1 paradise. 

Loving dolls 

Selling like hot cabbage in 
Moscow is a traditional 
Russian -style matrioshka nest of 
dolls. The big outer doll is jovial 
Bill Clinton. Inside we several 
women Including Monica 
Lewinsky and Gennlfar Flowers. 
Sounds like an inappropriate 
relationship. 


Adjustment fatigue is sotting in 
everywhere. 

Now consider the pessimistic 
forecast. The cycle is almost flat, 
and the economy is stuck at low 
growth rates. Deutsche Bank, for 
example, said this scenario sug- 
gests interest rates would remain 
at 32 per cent until the end or 
1999. This would mark an unprec- 
edented long time of extremely 
low rates. 

The pessimistic outlook would 
be especially bad news for 
Europe's 17m unemployed. 
Unemployment in the euro-zone 
has slowly fallen from its peak of 
11.7 per cent in June 1997 to 112 
per cent in June this year. 

With economic growth (alter- 
ing. the trend decline in unem- 
ployment is unlikely to continue. 
Further reductions in unemploy- 
ment would then require contro- 
versial fiscal and labour market 
reforms - cuts in effective mini- 
mum wages, cuts In non-wage 
labour costs, a more liberal legal 
environment for labour contracts 
and, of course, cuts in income tax 
rates. Many of Europe's govern- 
ments bad hoped the resurgent 
economy would take care of the 
unemployment problem, obviat- 
ing the need for such 
reforms. 

But neither structural reforms, 
nor an overhaul of the interna- 
tional financial system, will erad- 
icate the policy dilemma for tbe 
ECB. There is no imminent need 
for policy action now. since 
Europe faces neither an immi- 
nent threat of inflation or of 
deflation. But the problems will 
set in next year, when the ECB 
takes over from national central 
banks. By that time, ECB direc- 
tors must have made up their 
minds about where they think 
the European economy is headed. 

Europe’s central bankers are a 
cautious bunch. They are likely 
to remain more concerned about 
the devil they know - inflation - 
than they one they don't: defla- 
tion. That suggests they will not 
loosen policy much. If they are 
right, European growth will con- 
tinue steady. But if they are 
wrong, economic problems could 
get much worse - and not only in 
Europe. 


100 years ago 

Anglo-German Affiance 
Rumoured 

The "Pall Mall Gazette" states 
that an alliance has already 
been signed between England 
and Germany, “if our 
information is correct, as we 
have every reason to believe it 
to be, an Anglo-German 
agreement was concluded this 
week, it is believed to be 
restricted in character, but to 
embrace an offensive and 
defensive alliance in certain 
eventualities. This new and 
momentous departure in 
foreign policy comes, when it 
Is carefully considered, as a 
natural development in the 
European situation." 

50 years ago 

Groundnuts ki E. Africa 
Dar-es-Saiaam, Sept 2. 
Approval of Tangyanylka’s 
groundnut scheme was 
expressed to-day by three 
delegates of the United 
Nations Trusteeship Visiting 
Mission at the conclusion of 
their inspection of the Kongwa 
groundnut area. They declared 
that the project should prove 
of great benefit to the Colony 
both directly and indirectly. It 
should prove a success and 
become a pattern for other 
countries to follow. 












Short-sighted 


The Hong Kong authorities have decided 
to use the bounce in global markets to 
mm home their advantage against the 
hedge funds. Yesterday’s decision to sus- 
pend short selling in three widely-traded 
stocks could make life uncomfortable fbr 
investors who are already short, as they 
will not be able to roll over positions. Add 
to that the threat to punish brokers who 
indulge in '‘naked” shorting - selling 
stock they have not borrowed - and some 
pips may squeak. But while the authori- 
ties may be winning this battle, the war is 
another matter. With market meddling 
mounting by the day, investors could be 
more chary about investing in Hong Kong 
in future. 

This interventionism is also creating 
ripples beyond the territory's shores - 
notably by distorting trading in HSBC 
shares in London. The Hong Kong Mone- 
tary Authority’s spending spree, which 
has left it with a 9 per cent stake in the 
banking group, bag caused a dramatic 
outperformance of HSBC shares relative 
to those of rival Standard Chartered. It 
has also distorted the relationship 
between HSBC's London-quoted and Hong 
Kong-quoted shares (see chart). 

If the resulting false market is unsettl- 
ing to investors, so is speculation about 
what the HKMA might do. Might it 
demand a seat on the board or sell the 
shares to Beijing? Probably neither. But 
confidence has been knocked. 

To reassure investors, the HKMA 
should form a blind trust to hold its stake. 


HSBC 
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recovered. This has contributed to a myth 
that companies announce repurchases to 
boost their stock but do not follow 
through. In fact, JP Morgan calculates 
that between 1968 and 1997 large US com- 
panies completed 83 per cent ($383bn 
worth) of their programmes. 

This hints at an answer to a more press- 
ing question: what will happen to buy- 
backs as profits growth slows? In the past, 
they might have been the first victim of 
scarcer cash flow. But buy-backs have 
become ingrained in US corporate mental- 
ity as an efficient and flexible way erf 
enhancing returns. Companies may well 
divert funds earmarked for dividends or 
even investment instead Whether that Is 
smart long-term thinking remains to be 
seen. 


Kvaemer 


US share buy-backs 


With the market down 15 per cent from 
Its highs, now is a good time to he repur- 
chasing stock. The message has not been 
lost on US companies. Since Monday, Boe- 
ing, Viacom and two dozen others have 
announced over S7bn worth of share buy- 
backs - more than twice the volume of 
the previous week, according to Securities 
Data Company. This is not as dramatic as 
the flurry of announcements following the 
October 1987 crash. But these^days most 
large US companies already ha$e repur- 
chase programmes In place, sbfiiey can 
buy without further disclosure. Many 
have been doing just that 
Another contrast with 1987 is that many 
of the buy-backs announced then were 
subsequently abandoned as the market 


Elf/Sanofi 


There has long been consolidation in 
the pharmaceutical industry. But now 
that BP Amoco has started it off in the oil 
industry too, there is double pressure on 
Elf to find a home for its 54 per cent stake 
in Sanofl. Worth some FFr40bn (S6.61bn), 
the holding in the ph fi PnarairHra l and 
beauty products maker is a last relic of 
diversifications by the oil majors. Strate- 
gically, of course, it makes no sense. The 
lack of clarity means Elf trades at a signif- 
icant discount to its international peers. 

Yet attempts to find a “loving mar- 
riage” for Sanofl have failed. Elf's wish to 
hang on to a gfr-ftahlp minority stake in 
the company it has so successfully built 
has not helped. And there is also a suspi- 


Few companies destroy shareholder 
value as consistently as Kvaerner. 
Long-suffering investors can have little 
confidence (and capital) left following the 
latest in a long line of appalling results 
from the over-diverse industrial concern. 

It has been gamings drops like yester- 
day’s near-70 per cent fall that have 
led to Kvaemer’s underperforming the 
Norwegian market by nearly 50 per cent 
since January 1997. True, market condi- 
tions in Asia and Russia are beyond man- 
agement influence and could not be much 
worse for an engineering and construction 
firm. 

But simply to blame market turmoil is 
to miss the point Kvaemer has a negligi- 
ble chance of recovery from its debt-con- 
strained condition - net interest bearing 
liabilities exceed its market capitalisation 
- unless a much more radical approach is 
taicap to the group’s structure and head- 
count 

Yesterday's plans to turn six business 
groups into four looks like mere paper 
shuffling -. Shareholders can only hope for 
a takeover. But it is hard to imagine 
which predator could stomach it 
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don that political opposition in France to 
a cost-driven merger has blocked a possi- 
ble tie-up with the obvious candidate, 
Rhdrte-Poulenc. 

Yesterday's strong first half results at 
Sanofl will, paradoxically, make It more 
difficult for Elf to accept the need to sen. 
A spate of new products heralds a growth 
phase. And at a time when Elf s main oil 
and petrochemical businesses are under 
pressure, Sanofi’s defensive qualities 
walra it all the more t e m p t i n g to maintain 
the status quo. 

In the absence of an an French solution, 
however, there could be the makings of a 
neat deal with DuPont of the US. Swap- 
ping the Sanofl stake as part-payment for 
DuPont's Conoco oil subsidiary, which Is 
also up for grabs, would have attractions 
for both sides. DuPont needs to make 
acquisitions if it is to meet its ambitious 
targets for growth in life sciences. And 
Conoco and Elf s upstream assets dovetail 
reasonably well. But structuring the deal, 
particularly in terms of reaching agree- 
ment on price, will be difficult. And the 
cultural mix does not look easy either. 


By SteAa McNulty in Koala Lumpur 


Anwar Ibrahim, Malaysia's deputy 

prime minister and finanra minister , 

was yesterday sacked and placed 
under Investigation by police. 

The move by Mahathir Mohamad, 
the prime minister, against the free- 
market-oriented Mr Anwar came 
just hours after Malaysia pegged 
its currency at M83.80 to the 
US dollar to complement sweeping 
capital controls announced a day 
earlier. 

The sacking removes a prime 
political adversary and extends Dr 
Mahathir's far-reaching authority as 
he insulates the economy in a des- 
perate attempt to keep it from sink- 
ing deeper into recession. 

Dr Mahathir is confronting his 
worst crisis in 17 years in office. The 
dismis sal of Mr Anwar adds a politi- 
cal dimension to problems that, until 
now, had been economic in nature. 
And it rattles a public that had been 
led to believe Mr Anwar would one 
day succeed Dr Mahathir as prime 
minister. 

Police yesterday searched Mr 


Anwar's office amid rumours that he 
fara d imminen t arrest in connection 
with charges levelled in a book, 50 
Seasons Why Anwar Carnot Become 
Prime Minister. 

Rahim Noor, the inspector general 
of police, told a midnight news con- 
ference Mr Anwar was under investi- 
gation in connection with the book, 
which surfaced at the general assem- 
bly of the dominant UMNO party in 
June, despite Mr Anwar obtaining 
an injunction against its distribu- 
tion. 

The author. Khalid Jafri former 
editor of a defunct tabloid, and his 
publisher, made no attempt to hide 
their identities - a rarity in a 
culture which, fearing harsh 
retribution, refrains from 
criticising those in authority. That 
indicated a powerful backer for the 
book accusing Mr Anwar of a 
series of misdeeds, which he 
denies. 

Mr Anwar’s support base has been 
dec lining since the book’s appear- 
ance. - 

The book has cast doubts on the 
character of a man whose constitu- 


ency includ es the Moslem youth; as., . 
well as the financial com- 
munity. 

“No arrests have been made for _ 
now.” Mr Rahim said. Asked- if-^- 
arrests should be expected, he said, - 
“I cann ot answer that question for 
now, that would he considered 
nimour-mongering.” 

He said police are guarding doc«-_ 
mpnt* in the deputy prime minis - 
ter's office and the finance ■ 
ministry- 

Mr Rahim noted that people vnn£ y 
assembling at the residences Ofkfrjy 
Anwar and Dr Mahathir, whichafifj^ 
almost opposite one another. He 
urged them not to disrupt public «;■ 
older because the police wouMiake>_ 
action. 

“Police have instructed thefrtp$g||: 
sonnel to be on guard in 
undesirable incidents, but sot§js|f 
there has been no undesirable derefc-5:' 
opment,” he said. “I hope there wHfc ’. 
not be any.” ...I/ 
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The night Anwar went hum future 
PM to police suspect, Page 6 
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SEC seeks answers on possible 
float by KPMG Peat Marwick 
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By Jim Kelly, 

Accountancy Conespondeiit 


KPMG Peat Marwick, the US 
professional services firm, is to be 
questioned by the Securities and 
Exchange Commission, the senior 
US financial regulator, over its 
announcement that it may float part 
of the partnership. 

Lynn Turner, the newly Installed 
rjitef accountant at the SEC, said in 
a rare public statement that the 
firm’s decision to explore an initial 
public offering or a sale to a private 
investor raised issues of auditor 
independence that must be 
addressed. 

Steve Butler, the US firm’s chief 
executive, announced last month 
that it was considering offering 30 
per cent of its consultancy business 
for. sale. Annual revenues for the 
business, announced yesterday, are 
$l.5bn a year. 

Mr Butler's decision to appoint 
investment bankers to look at 
options, including a public offering, 
is being keenly followed by other Big 
Five professional services firms in 


the US and overseas and by other 
member firms of KPMG. Several 
other firms have considered a simi- 
lar flotation. 

“We are obviously in discussions 
with the SEC about this initiative,” 
said George Led with, spokesman for 
KPMG Peat Marwick in New York. 
He said the firm was still at an early 
stage in considering its options. 

KPMG Feat Marwick, part of the 
global KPMG network, is one of the 
five largest auditors of public compa- 
nies in the US. It audits five of file 25 
largest US-based multinationals: 
General Electric. Citicorp, Motorola. 
Xerox, and PepsiCo. It has overall 
revenues of $3.8bn. 

”The Commission has attached 
great importance to issues associ- 
ated with auditor independence.” 
mid Mr Turner. “KPMG’s announce- 
ment raises a new set of issues. We 
expect to be working with the Inde- 
pendence Standards Board and the 
firm to arrive at answers to the 
questions that will arise. 

“While this development demon- 
strates the continued innovation of 
public accounting firms in develop- 


ing their practice, the SEC's man- 
date is to assure the public confi- 
dence in file independence and integ- 
rity of the audit process of public 
companies.” 

If the firm decides on a flotation, 
the SEC is likely to want details of 
how it will protect the audit busi- 
ness from being influenced by the 
new consultancy company. It will 
also want to know to what extent 
audit partners will benefit from the 
flotation and any stock options that 
may be available. The regulator will 
want to check that cross-subs tdieS 
between the two halves of the busi- 
ness do not undermine auditor ind*' 
pendence 

KPMG has been tempted into con- 
sidering selling off part of its consul- 
tancy business due to high premi- 
ums being paid for skills-based 
companies in the IT sector. It 
announced yesterday that consulting, 
revenues to June 1998 were up 50 per 
cent on last year. It is understood 
that proceeds from a float would be, 
used for US-based IT acquisitions. 
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Challenge to KPMG role, Page 8 
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PRELIMINARY RESULTS 

for year to 30th June 1998 
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Changes 

% 


Total net assets 


410.129,999 


595.082.86S 


(31.1)% 


* , 


Net asset value per Panicipating Share 
Revenue Return per Participating Share 


( 31 . 1 )% 


117.0% 



A DIFFICULT YEAR 

The Fund could not remain immune from the worldwide collapse in Emerging markets and 
suffered the first diminution in shareholder value in its nine year history. 
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LIMITING LOSS 

The 31.1% fell in net asset value per share should be compared with a drop of 39.9% in the IFC 
Global Composite Index. 
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LONG TERM PERFORMANCE 



l . i 


Since inception in 19S9 the Fund has produced a positive rerum of 204.2% in an environment 
which has frequently been hostile to Emerging Markets. 
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OUTLOOK 

The current financial year has seen continued volatility, with die problems in Emerging Markets 
beginning to threaten developed markets (and economies). Share valuations in much of the 
Fund's universe have seldom appeared as low. 
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Football clubs flex muscles 

by signing exclusive TV deal 

Power and wealth In European football is beino 
Concantrated among fewer clubs. The decision 
by Juventus, AC Milan, inter Milan and Napoti 
to sign an exclusive coverage contract with 
Canal Plus, owner of Italian pay TV network 
Telepiu, marks the end of a collective approach 
to seffing broadcasting rights. Page 14 

Gambro likely to simplify structure 

Garnbro, the Swedish 
medical technology 
group, is considering a 
sweeping overhaul of 
Its manufacturing, 
research and marketing 
activities. The company 
is expected to reveal 
plans to simpHfy Its 
organisational struc- 
ture. Mikael Ulus (left), 
chief executive, wHI dte 
the complex structure 
as one of the main barriers to cutting produc- 
tion costs and Improving margins. Page 15 

Insurance sales grow in Vietnam 

Life assurance ts a new idea in Vietnam but pol- 
icy sales are growing. The lure for foreign com- 
panies is dear now the Commmist paly has 
dropped its opposition to completely foreign- 
owned groups. But local Insurers say they are 
not ready to face foreign competition. Page 17 

Brazil's coffee crop set to disappoint 

Expectations of a bumper coffee crop In Brazil 
may be disappointed as the harvest Is likely to 
be 10 to 15 per cent below official forecasts. 
Micro-climatic conditions, inducting Irregular 
rainfall, have meant poor growth for coffee 
plants in some key growing areas. Page 24 

Hansabank interest lifts Estonia 

While the Russian crisis 
sent global stock mar- 
kets on a downward 
spiral, Estonia's stock 
market posted strong 
gains last week. The . 
market was kept buoy- 
ant by strong interest 
in Hansabank, the larg- 
est bank in the Baltic 
region. Hansabank 
stock rose as 
Banken Skandinaviska- 
Enskilda and Swedbank of Sweden built 143 
stakes tn the blue-chip stock. Page 34 

CBOT meets to reconsider CME deal 

The plan by the Chicago Board of Trade and 
the Chicago Mercantile Exchange, the two big 
US futures exchanges, to pool their back-office 
clearing facilities Is again in doubt CBOT direc- 
tors mat to consider a petition from mam bare 
calling for the deal to be reconsidered. Page 22 
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ENGINEERING AND SHIPBUILDING GROUP PLANS SHAKE-UP IN EFFORT TO RESTORE EARNINGS AND EASE DEBT BURDEN 


Kvaerner reports 68% drop in profits 


By IMari a SMM ta Oslo 

Kvaerner. the Anglo- 
Norwegian engineering and 
shipbuilding group that 
acquired the UK’s Trafalgar 
House In 1988, yesterday 
reported a worse-than-expected 
fall In Interim profits and 
announced a reorganisation 
aimed at restoring its earnings 
and easing its debt burden. 

For the first six months, 
Kvaerner’s pre-tax profits fell 
68 per cent from NKrS40m 
(3106.5m) to NKr286m. Ana- 
lysts had forecast profits of 


about NKtS49hl The company 
btazned the “hi g hl y unsatisfac- 
tory position” on further 
delays and suspension at con- 
tracts in Asia; cost-related 
issues on large projects in the 
Norwegian sector, which hurt 
its oil and gas business; a lack 
of profits on projects at its 
Kvaerner Masa yard in Fin- 
land; and a write-down on the 
value of share Inves tmen ts 
“Of course these are not glo- 
rious figures,” said Erik Ton- 
seth, president and chief exec- 
utive. “Even with aggressive 
cost-reduction programmes in 


place in several business 
areas, It would be unwise to 
rely on any significant 
improvements in results, net 
of sales gains, in the second 
half of the year." 

The shares fell NKrO.5 to 
NKrl56.5 in Oslo yesterday, 
having touched a low of 
NKrl45. They have underper- 
formed the Norwegian market 
by nearly 50 per cent since 
January 1997. 

“Mr Tonseth has to prove he 
can reduce the debt level and 
make [shipb uilding and oil wud 
gas] more profitable,” said 


Christer Roth, an analyst at 
Karl Johan Ponds in Oslo. 

Under the shake-up, Kvaer- 
ner will streamline its seven 
business areas into four from 
October 1. Two new business 
groups will be created. Indus- 
trial Products will swallow the 
previously separate business 
areas Pulp and Paper, Kvaer- 
ner Energy and the equipment 
units of the former Metals 
area. 

The Engineering & Con- 
struction business will inte- 
grate all the engineering and 
construction resources of the 


former Process, Metals and 
Construction divisions busi- 
ness areas into one upit. 

Kvaerner said the two new 
units would create a clearer 
division between the engineer- 
ing and construction and man - 
ufacturing units of the group, 
making it “more understand- 
able to clients and a more com- 
parable structure to the com- 
petition," according to Mr 
Tonseth. The changes will not 
lead to significant job losses, 
and oil and gas and shipbuild- 
ing are unaffected. 

“It's a big company that 


seems unmanageable," Mr 
Roth said. 

First-half operating profit 
rose to NKrl.OSbn, Including a 
NKr442m gain on asset sales, 
from NKr9ti3m a year earlier. 
Turnover rose to NKr40.4bn 
from NKr33.Ibn and new 
orders increased to NKrS&5bn 
from NKrSIbn. Net interest 
bearing debt was cut by 
NKr2.03bn to NKrl2.1bn. 
Kvaerner sold NKr-3.158bn of 
non-core assets during the first 
six months. 
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Liffe plans 
new rival 
to German 
benchmark 
bond future 

By Edward Luce, 

Capital Markets Editor 


The London International 
financial Futures and Options 
Exchange yesterday unveiled 
plans for a new contract which 
it hopes will topple the Ger- 
man government band fixture 
as Europe's benchmark deriva- 
tive after monetary union. 

The contract will be based 
on the underlying swap rate 
between 10-year fixed rate and 
floating rate money in the 
future single currency, the 
euro. “We think that a single 
issuer bond contract will be 
too narrow to be a benchmark 
after European monetary 
union,” said Guy Simpktn, 
head of product development 
at Liffe. 

Liffe lost majority market 
share in the 10-year German, 
bund future last year to the 
Frankfurt-based Deutsche 
TermlnbOrse. 

There are currently worries 
about a liquidity squeeze in 
the German bund market as 
investors flee high-risk 
emerging markets. 

Trading -In the German bund 
future on the DTB has soared 
in the last few days, prompting 
fears that there may not be 
enough rank bonds in the mar- 
ket to cope with the increased 
volumes in the derivatives 
market 

Investors tn the bund future 
have the option of converting 
the contract into the underly- 
ing cash bond when the deriv- 
atives contract expires, and 
more than usual are likely to 
want to do so when the Sep- 
tember bund future expires 
next Tuesday. 

The launch of the euro- 
denomlnated swaps contract, 
on October 15, also means that 
Liffe will be encroaching on 
the over-the-counter swaps 
market which is dominated by 

hankH. 

Until now, a swap has 
always been an OTC (as 
opposed to an exchange-listed) 
contract because It is agreed 
between two private counter- 
parties in a bilateral contract. 
Liffe hopes that banks wHI see 
its new contract as a means of 
hedging their exposure to their 
fixed and floating rate posi- 
tions rather than as a compet- 
ing contract that will take 
business away from them. 

Volumes in the swaps mar- 
ket have soared In the last five 
yean as banks have moved 
into new financial territory to 
generate alternative sources of 
fee Income. 

The reduction in Inflation In 
the US and Europe and the 
corresponding reduction in the 
volatility of movements In 
interest rates has made it 
pgdpr for banks to swap lon- 
ger-term fixed Interest money 
Into floating rate paper. As a 
result it lias become possible 
to build a liquid and price-sen* 
sltive yield curve of up to 30 
years In the swaps market - 
which is essential if it Is to 
achieve benchmark status. 

But many Investment bank- 
ers yesterday Mid they were 
unconvinced the swaps con- 
tract Would replace the Ger- 
man government hood future 
as the benchmark in the 
future single currency- Tn the 
US, the Treasury bond is still 
the main benchmark,'* said 
one trader. “Why should it be 
any different in Europe?" 

Problems could also arise 
from the fact that the price of 
the contract - known as Libor- 
FinancedBond - will be based 
on the London Interbank 

Offered Rate, the rate at which 

banks lend to each other 
rati-imr than on Burfbor, a com- 
peting reference rate far the 
future single currency recently 
launched in Brussels. 



I BM wins $3bn deal to 
run systems for CWC 


Ora ham Wallace, CWC cMaf uocutlw, loft, wHh IBM’s Frank Kam: 
nothing on tWa scale has been seen tn t el e com s . 1 David Ahmed 


By Alan Con in London 

Cable and Wireless 
Communications of the UK 
has outsourced its central 
management systems to Inter- 
national Business Machines in 
a 10-year agreement worth 
£lEm ($3bn) to the US group. 

It is thought to be the larg- 
est deal of its kind in Europe 
and the first time a large tele- 
communications operator has 
turned over so many of its crit- 
ical management systems - 
including customer care and 
billing - to a third party. 

Mr Graham Wallace, CWC 
chief executive, said: “Nothing 
on this scale has been seen in 
telecoms." 

It should prove a step for- 
ward for CWC, the UK’s sec- 
ond largest communications 
company, which has been 
plagued with a plethora of 
information systems of 
indifferent quality since the 
group was created in the 1960s 
from Mercury Communica- 


tions and three cable 
companies. 

It will also be a boost for 
IBM's fast growing global ser- 
vices division which has 
116,000 staff and a turnover of 
$26bn in 1997. Outsourcing 
deals are an important target 
for the division as the empha- 
sis within IBM moves from 
manufacturing to computer 
services. 

Frank Kern, the division's 
general manager for the 
European region said: "We 
would like to do similar 
deals with other telecoms 
oper a to r s." 

A typical systems outsourc- 
ing deal involves a computing 
services company taking 
responsibility for a customer's 
computer systems and staff 
against an agreement to pro- 
vide a specified level of ser- 
vice. Outsourcing has become 
increasingly popular as compa- 
nies have sought to concen- 
trate on core activities and cut 
costs. 


About 950 CWC IT staff - 
some 10 per cent of CWC's 
workforce - have transferred 
to IBM under terms of employ- 
ment similar to those at the 
UK company. IBM said it 
would create a further 400 jobs 
to handle CWC’s requirements. 
Some of these jobs, however, 
would be filled from within 
IBM. 

CWC will retain control of 
its overall IT strategy and 
systems security as well as its 
UK-wlde telephone network 
and support systems. 

IBM will be responsible for 
the company's personal com- 
puters and mainframes and 
will introduce its proprietary 
customer management and 
billing system, ICMS, to 
replace the systems used by 
CWC. 

Several companies were con- 
sidered as potential parters, 
including Electronic Data 
Systems and Coinputer Sci- 
ences Corporation of the US, 
and Cap Gemini of France. 



raises $165m loan 


By Lattice Lucas in Kong Kong 


tlNtMlllMIHK 


Beijing Enterprises, the 
investment arm of the Chinese 
capital's municipal govern- 
ment, yesterday defied Hong 
Kong's credit crunch and 
signed a US$165m loan facility 
oaa relatively favourable terms. 

It is the dehut loan for the 
company, which combines 
high-tech interests with the 
Beijing franchise for 
McDonald's. The deal attracted 
support from a range of 
international banks. 


Only a handful of Hong 
Kong corporates have secured 
syndicated loans this year. The 
biggest was raised by Cheung 
Kong, the property developer 
controlled by Li Ka-shing: a 
HK$2.15bn (US$277m) facility 
which paid 1 per cent over 
EElbor (the Hong Kong inter- 
bank offered rate). Blue chips 
.such as Wharf Holdings have 
paid more dearly for their 
firnds: Wharf, whose credit rat- 
ing has been downgraded sev- 
eral times this year, paid a 
167.5 basis point premium, god 


also put up a mortgage as 
security. 

By comparison. Beijing 
Enterprises is paying 100 basis 
points over Libor for three 
years, and 275 if the loan is 
extended for a further two 
years. Other deals by red 
chips, or mainland-hacked 
Hong Kong companies, are 
understood to be paying a mar- 
gin of 1.75-2 per cent above 
Libor. 

While the funding- is attrac- 
tive, investors are concerned 
at the foreign debt exposure 


of companies in Hong Kong. 

Red chips are seen as haying 
some of the biggest exposure 
to foreign debt. Guangdong 
Investments, for example, has 
US$285m foreign debt, 25 per 
cent of Its total, while most of 
its sales are In renminbi or 
Hong Kong dollars. 

Airlines such os China 
Southern and China Eastern 
are in a whnUar position, with 
substantial US dollar borrow- 
ings and around 75 per cent to 
80 per cent of revenues in ren- 
minbi. 


Beijing Enterprises, how- 
ever, estimates that some 30 
per cent of its earnings are 
effectively US dollar- 
denominated. Most of these 
come from a joint venture with 
Siemens of Germany. 

But the group will still look 
at hedging mechanisms to bal- 
ance the currency mismatch. 

Beijing Enterprises listed in 
May last year, at the peek of 
the red chip frenzy. The public 
tranche of its HK$3.6bn Initial 
public offering was 1,275 times 
subscribed. 


Run-up to euro 
sparks portfolio 
reorganisation 


By Jaae Martason, I n v estme nt 


Merrill Lynch, the US 
investment bank, traded 
shares worth a total of $4-Zbn 
in the first six months of this 
year for European investors 
restructuring funds in the 
run-up to the Introduction of 
the single currency. 

The sum, a small but signifi- 
cant part of the bank's overall 
trading, highlights the extent 
of changes to asset allocation 
before the launch of the euro 
on January 1.. 

The single currency Is expeo 

ted to lead to significant port- 
folio restructuring among, 
European Institutional inves- 
tors as It removes restraints on 
Investing in non-domestic 


Fund managers who typi- 
cally hold more than 50 per 
cent of their portfolios In home- 
markets will be able to Invest 
this proportion In 10 other 
markets after January L 

Steve Malinowski, director 
of portfolio strategies at Mer- 
rill Lynch, said yesterday that 
the extent of Emu-related trad- 
ing in the first half of the year 
suggested that volumes could 
be much larger than expected. 
He added that sirnh restructur- 
ing would become more Impor- 
tant In terms of tstal European 
volumes towards the end of 
the year. 

Thp hnr»k has met more than 
200 European clients in the 
past eight months to gauge 
their investment intentions as 
a result of Emu and intends to 
conduct a further 200 meetings 
before the end of the year, 

Morgan Stanley Dean Witter, 
the US investment hank, esti- 


mated this year that some 
tl^OObn-worth of new money 
will flow Into continental 
European equities as a result 
Of portfolio rebalancing 
between now and 2010. It 
believes ‘the bulk of trading 
will be done next year (1999) 
with a total estimated volume 
of between $400bh-$500hiL 

Evidence that investors have 
decided to move ahead of the 
official January launch of the 
euro comes as the Financial 
Times today launches a 
weekly “Business and the 
euro" page. 

Many Investment banks 
believe there wHI be a fell In 
trading volumes around the 
all-important year-end in spite 
of the changes demented by 
the euro. 

Hite Is because thin vol- 
umes, which characterise the 
start of the year, could be 
exacerbated by the introduc- 
tion of the euro. "Pension 
funds would rather wait a 
month or two than risk falling 
foul of computer fafiure, 1 * said 
o n e banker. 

Pension funds are expected 
to be slower to change than 
Insurers, largely because trust- 
ees are relatively cautious. 

Chris Sutton, index strate- 
gist at BG1, the index-tracking 
firm, said pension funds could 
also be slower to move than 
retail Investors. 

He said -the main benefits of 
such slowness could be cost 
and the flexibility to absorb 
other countries such as Swe- 
den and Denmark as they Join 
the single currency. 

Budnass and tbs Euro, Rags 19 
RsMng on Europe's parade, 
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OIL DOWNSTREAM OPERATIONS HELP FRENCH GROUP BUCK SECTOR TREND OF FALLING EARNINGS 


j. Total stable despite slide in crude prices 


By David Owen hi Paris 


Improved downstream 
operating income helped 
Total, the French oil group, 
to achieve a virtually stable 
first-half result, in Spite of 
the sharp reduction in crude 
oil prices. 

The company yesterday 
reported attributable net 
income for the first six 
months of FFr3.97bn 
($678m). against FFr3.98bn a 
year ago. This was in spite of 
a 14 per cent contraction 
from FFr96.3bn to FFrS2.3bn 


in first-half sales. The perfor- 
mance is one of the best in 
the latest reporting period of 
the leading international oil 
groups, many of which have 
reported first-half earnings 
falls. 

It was driven by a 64 per 
cent advance, to FFr2.4bn, in 
operating income from 
downstream operations. This 
offset a 32 per cent decline 
from FFr4-3bn to FFrt Jbn in 
income from upstream activ- 
ities. logged in spite of a 
7 per cent increase in pro- 
duction to 840,000 barrels 


of oil equivalent a day. 

Spe aking three weeks after 
British Petroleum 
announced a £30.3bn (S51bn) 
agreed takeover of the US 

group Amoco - a deal that 
sent tremors through the 
industry - Thierry Desma- 
rest. Total chairman, talked 
down the need for Total, 
ranked ninth in the industry 
by 1997 revenues, to make a 
s imilar move. 

With regard to upstream 
activities, he thought there 
was little difference in com- 
petitiveness between Total 


and its bigger rivals, while 
in chemicals the French 
group generally operated in 
niche markets where it was 
among the largest operators. 

He acknowledged that 
economies of scale were pos- 
sible in the downstream sec- 
tor. However, even here 
Total was more likely to 
look for acquisitions in spe- 
cific markets. The company 
later indicated that these 
markets might include the 
Mediterranean basin and 
Asia. 

“We do not exclude exter- 


nal growth operations." Mr 
Desmarest said, “but we 
regard them with much cau- 
tion." 

The company said it was 
maintaining its aim of lifting 
production to 1.25m boe/'d by 
2005. In the short term, how- 
ever, it would experience a 
few months’ delay in 
starting production at the 
Yadana gas field in Burma. 
This was because of delays 
in completion of a related 
power plant in Thailand. . 

The company was also 
helped in the latest period 


by a lower tax bill and a 
sharp increase, from FFr32m 
to FFrtSlm, in the equity 
income of affiliates. This was 
mainly attributable to its 
stake in Cogema, the nuclear 
fuel reprocessor. 

' Earnings per share slipped 
from FFr16.30 to FFr16.10 
based on a fully diluted 
weighted average of shares 
outstanding: Overall operat- 
ing income dipped from 
FFrTbn to FFr6. 6b n. 

The shares climbed FFrlO 
or US per cent, to close at 
FFr566. 


H Wealth polarity grows in Italian football 


TV deal highlights power concentration, write Paul Betts and Patrick Harverson 


P ower and wealth in 
European football is 
increasingly being con- 
centrated in fewer hands, as 
Tuesday's news of a land- 
mark deal between Italy’s 
four biggest clubs and the 
French broadcaster Canal 
Plus amply demonstrates. 

The decision by the four 
clubs - Juventus, AC Milan, 
Inter Milan and Napoli - to 
sign the six-year contract 
with Canal Plus, owner of 
Italian pay TV network Tele- 
piu, for exclusive coverage of 
their home league matches 
means they have abandoned 
the long-established collec- 
tive approach to selling 
broadcasting rights which 
has served Italian football 
for decades. 

Under the old system, the 
Italian football league nego- 
tiated a TV contract on 
behalf of all 38 dubs in the 
Serie “A" and Serie “B" 
leagues. 

This pooling of rights 
meant revenues from the TV 
companies could be distrib- 
uted on a reasonably equita- 
ble basis, thus maintaining 
some element of economic - 
and therefore footballing - 
parity between the big and 
small clubs. 

However, in the 1990s foot- 
ball has become a bigger and 
more competitive business, 
and the leading dubs have 


grown increasingly unhappy 
about sharing revenues gen- 
erated largely by their own 
popularity with the smaller 
clubs. 

Unsurprisingly, the four 
clubs that have broken rank 
are those which attract the 
biggest TV audiences. 
Between them they account 
for about two-thirds of the 
total Italian soccer pay TV 
market - last season. Juven- 
tus had 28.9 per cent of the 
pay TV subscribers. Inter 
17.5 per cent, AC Milan 15.4 
per cent and Napoli, even 
though it was relegated to 
Serie “B". 9.4 per cent. 

Estimates for the value of 
the individual deals with 
Canal Plus range between 
LlOObn <$5.7m) a year for six 
seasons for Juventus. Inter 
and AC Milan, and about 
half that much for Napoli - 
but only if the club secures 
promotion at the end of the 
coming season. 

The dubs and the French 
company have refused to 
comment on the financial 
numbers. But if the current 
estimates are to be believed, 
the figure for the four dubs 
is only about L50bn a year 
less than the L420bn a year 
which the Italian league cur- 
rently collects on behalf or 
the 38 dubs for all its TV 
rights. 

While the big four get 


richer, smaller and less pop- 
ular Italian clubs fear the 
Canal Plus deal will make it 
harder for them to secure 
decent revenues from televi- 
sion rights. 

Under the Canal Plus con- 
tract, the four clubs have 
proposed that away teams 
should receive only an 18 per 
cent share of the home 
match TV receipts. 

This is in line with the 18 
per cent share of ticket sales 
awarded to away teams in 
Italian football. However, 
most of the other teams are 
arguing for a 40 per cent 
share in TV receipts for 
away teams. 

The Likelihood that the 
new deal will further polar- 
ise wealth in Italian football 
and undermine competitive 
parity explains why it has 
sparked widespread concern 
not only inside Italian foot- 
ball hut also among govern- 
ment officials. 


T hat concern will be 
shared elsewhere in 
Europe, where football's 
governing bodies are strug- 
gling to restrain the power 
and influence of the big 
clubs. 

UEFA European football's 
governing body, is currently 
fighting against a proposed 
breakaway super league for 
elite clubs, while in the UK 


the top clubs are already 
preparing for the day when 
they can sell their own TV 
rights. 

That day may come as 
early as next year, when the 
Restrictive Practices Court 
is due to investigate the col- 
lective negotiation by the 
English Premier League of 
its TV deals. 

If the court agrees with 
the Office of Fair Trading’s 
view that the contract 
breaches government anti- 
cartel laws, the clubs would 
be free to strike their own 
deals. 

The big clubs in Italian 
have broken away from the 
league now because the cur- 
rent pay-TV contract with 
Telepih expires next sum- 
mer. Although that contract 
had envisaged that future 
rights deals could be negoti- 
ated individually by clubs, 
last month the clubs and the 
league . had attempted to 
form a consortium to negoti- 
ate a new six-year pay TV 
rights deal for all 38 clubs. 

Canal Plus quickly pre- 
empted that move, and with 
the four big elute deciding 
to go their own way, the 
future of a collective negotia- 
tion. even with the. remain- 
ing 34 clubs, is now in doubt 

Opponents of the Canal 
Plus deal may try to kill it 
Already, the League has 



biter Milan meets AC MOsn during their HaEan Cup match 


AP 


been urged by smaller clubs 
to try to block the contract 
at least until a broad TV 
rights deal involving all the 
teams has been negotiated. 
Behind the controversy 

and flwawrial man nouvrin g s 

is the growing business 
focus of Italian football, 
which is now seeking to 
natch up with the trends in 
other European countries. 
Top Italian teams are 


intensifying their efforts to 
develop merchandising and 
other commercial ventures 
which have been virtually 
non-existent In the past 
Many are also considering 
listing themselves on the 
stock market. Lazio, the 
Rome club, has already 
become the first club to float 
itself on the Milan bourse 
this year, and others are 
ready to follow. 



Royal KPN N.V. registered in Groningen, arith ia office in The Hague, The Netherlands. 
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1998 Interim Dividend 


The Board of Management of Royal 
KPN N.V. {KPN) announces, with 
approval from the Supervisory Board, 
its decision to pay an interim dividend 
of NLG 0.80 in cash per ordinary 
share of NLG 10 par value over the 
1998 financial year. 


KPN is offering each shareholder a 
choice of payment of the 1998 interim 
dividend entirely in cash or entirely in 
the form of ordinary shares charged 
against the additional paid-in capital 
or, if the shareholder so elects, against 
the other reserves. The value of the 
dividend paid in shares will be 2% to 
3% less than the value of the cash 
dividend. The number of dividend 
rights entitling the shareholders to a 
new ordinary share will be established 
at a round figure based on the dosing 
price of KPN shares on che AEX Stock 
Exchange on September 24. 1998 . 

As a result of trends in share prices for 
the period in which shareholders can 
make their election, the final proposal 
for payment in shares may deviate 
from the number indicated. 


If you are a shareholder you should 
inform your bank or stockbroker 
where the shares are deposited before 
the end of the option period whether 
you wish payment of your dividend in 
cash or in shares. In general, your 
bank or stockbroker will indicate a 
preference on your behalf if you do not 
make your whishes known before the 
end of the option period. 


Your bank and stockbroker is 
requested to submit the dividend rights 
which are the subject of their clients’ 
dividend payment options to ABN 
AMRO Bank N.V. in Amsterdam, 
ENG Bank N.V. in Amsterdam or 
Rabobank Nederland in Utrecht, 
no later than Sepiembet-24.1998 
(before the dose of trading on the 
AEX Stock Exchange). Shareholders 
whose preference has not been 
indicated will receive die dividend in 
cash after deduction of 25% dividend 
tax. 


Payment of the interim dividend in 
shores charged against the additional 
paid-in capital will be exempt from 
dividend tax in the Netherlands. 
Payment in shares charged against 
the other reserves will in principle be 
subject ro 25% dividend tax over the 
par value of the payment. 




The schedule for the 1998 interim 
dividend is: 

September 3, 1938: Ex-dividend 
listing of KPN shares and starring 
date for staring preference of interim 
dividend payment options. 

September 24, 1998: Closing date for 
staring preference of interim dividend 
payment options (before the close of 
trading-on the AEX Stock Exchange). 
Adoption (and approval by the Super- 
visory Board) of the proposal for the 
dividend m shares based on the closing 
price on September 24, 1998. 
Announcement of foe interim dividend 
in shares after foe closure of trading on 
the AEX Stock Exchange. 

September 29, 1998: Payment of 
dividend and start of delivery of shares 
in connection with stock dividend 


Payment of the interim dividend 
in cash and delivery of shares in 
connection with stock dividend 
conversion will start on September 29, 
1998. The new ordinary shares entitle 
shareholders to the 1998 final dividend 
and the dividends of subsequent years. 
Delivery of ordinary shares ro banks or 
stockbrokers wfil take place based 
exclusively on foe total number of 
dividend rights del i ve r e d by foe bank 
or stockbroker on September 24, 

1998. Remaining fractions will be 
settled in cash. 


Member firms of the AEX Stock 
Exchange will receive the compen- 
sation stipulated in the 96-56 circular 
for the conversion of dividend rights co 
enable shareholders to exchange their 
dividend rights free of commission. 


The Beard af Management, 


conversion. 


The Hague, September 3, 1998 
33 Prinsa Beatridaaii 


Ed P surprises 
with 44.5% rise 


By Peter Wise 
In Lisbon 


Electricldade de Portugal, 
the national power utility 
and Portugal’s biggest listed 
company, surprised analysts 
yesterday with a 44.5 per 
cent increase In first-half net 
consolidated profit to 
Es62.4bn (2348m), well above 
expectations. Earnings per 
share rose from Es72 to 
Esl04. 

Profit growth, reflecting a 
5.5 per cent increase in elec- 
tricity consumption, was 
supported by efficiency gains 
that helped produce a 1.6 per 
cent cut In overall operating 
costs, analysts said. 

The shares rose Esl82 to 
ES4.367. 

“This is a sound perfor- 
mance that indicates that 
the group's efforts to stream- 
line operations are begin- 
ning to show results," said 
one Lisboa broker. “The out- 
look to the end of the year is 
also positive, as the fourth 
quarter is usually EdP’s 
best" 

Higher than average rain- 
fall helped EdP cut costs, 
making it possible to pro- 


duce more energy from 
hydro-electric plants and 
less from more expensive 
thermal power stations. 

After being hit hard by 
foreign-exchange losses in 
the first-half of last year, 
EdP also benefited from 
favourable exchange-rate 
trends. 

But the group warned that 
production costs would rise 
in the second half because of 
weather conditions and the 
start-up in September of a 
955MW natural gas-fired, 
power station, the biggest 
electricity generating plant 
in the Iberian peninsula, at 
Tapada do Outeiro in north- 
ern Portugal. 

The group, which runs the 
national power grid as well 
as producing and 
distributing electricity, has a 
power purchase agreement 
with Torbogas, the private- 
sector operator of the new 
plant. 

EdP is also expected to 
come under pressure to 
lower tariffs and Improve 
service from a new regula- 
tory framework, which is 
due to come into force next 
year. 


Paris bourse chief 


claims listings lead 


By David Owen 


The Paris bourse is 
currently the leading 
European stock exchange for 
new listings in 1998, “ahead 
of London and far ahead of 
Frankfurt", according to 
Jean-Franpois Theodore, 
chairman of the Sodete des 
Bourses Franchises. 

He said 98 companies had 
been listed on the bourse’s 
three markets so far. with 
nearly 70 more being candi- 
dates for listing before the 
end of the year. 

Speaking at a Paris 
conference of institutional 
investors organised by the 
French broker CCF Securi- 
ties. Mr Theodore sought to 
score more points at the 
expense of his European 
rivals. 

Two months ago, they 
shocked the French financial 
establishment by concluding 
an agreement to form a sin- 
gle European platform to 
trade equities. 

He said there was 
“nothing today b ehind that 
deafening announcement 


except the agreement on the 
announcement between two 
partners of which, 
paradoxically, the smaller - 
Frankfurt is half the size of 
. London - dominates". 

“In the vision announced 
by London and Frankfurt, 
there will in fact be no 
common pan-European 
platform with the same 
technology and the same 
regulation for three or four 
years, if it ever sees the Kght 
of day. 

“The plans have not been 
drawn up, and neither one 
party nor the other envis- 
ages throwing away its trad- 
ing system. 

“The first step in inter- 
connecting the English and 
German markets cannot 
come before mid-1999," be 
said. 

“The two parties are still 
so perplexed on how to agree 
the plans for this common 
household," Mr Theodore 
added, “that they have 
decided not to communicate 
for six months to ‘work 
silently’ on the content of 
the agreement-" 


T abacalera in 
distribution 




spin-off plan 


V,.i;iWP 


By David White in Madrid 


Tabacalera, the Spanish 
tobacco company fully priva- 
tised in April, plans to spin 
off its distribution activities 
into a separate company 
which will later be floated 
on the stock market. 

The project, authorised at 
a board meeting yesterday, 
involves separating off the 
group's activities in whole- 
sale distribution of its own 
and other manufacturers' 
products. 

Tabacalera is currently 
responsible for distributing 
about 90 per cent of the ciga- 
rettes sold in Spain, supply- 
ing the country’s network of 
more than 15,000 licensed 
tobacconists. 

It is also the dominant 
manufacturer through its 
own br ands , joint ventures 
and licensing agreements. It 
also distributes stamps, offi- 
cial documents and other 
products through the same 
channel. 

The group said the new 
company, provisionally 
named Logista, would have 
annual revenues of 
Pta74-4bn ($500m) and an 
estimated net profit of 
Pta4Bbn on the basis of this 
year’s projections. 

The new company, which 


would initially be a wholly 

owned subsidiary, would. . 

take over all Tabacalera's ■ 
storage facilities and stocks 
as well as import contracts. . 

The distribution side has 
more than 1.5m cu m of stor- 
age capacity across Spain 
and employs 800 people out 
of the group’s total work- 
force of 6,500. 

Tabacalera said the 
spin-off would bring more 
“neutrality and transpar- 
ency" in dealing with other 
manufacturers and import- 
ers of tobacco products. ~ 

It added that the move was 
subject to official approval 
under Spain’s new legal 
framework for the tobacco 
sector. 

The public offering of the 
state's previous 52 per cent 
controlling stake in Tabacat 
era, which brought in about. 
Pta300bn. was seen as her- 
alding a long-awaited - 
restructuring of the group 
and the closure of some of 
its less efficient plants. It 
currently has 14 manufacture 
ing facilities. 

The group lifted its consol- 
idated net profit in the first 
half this year by almost 39, 
per cent to Ptall.lbn. on 
turnover 21.5 per cent up at 
Pta622bn, including tax and. 
tobacconists’ commissions. 
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Krasnapolsky postpones 
FI 155m share offering 
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Krasnapolsky, the Dutch hotels and restaurants group 
which this year took over the Golden Tulip chain, yester- 
day postponed a FI 155m (578.5m) share issue because of 
market conditions. The offering, being led by ABN Amro 
Rothschild, was to replace a bank loan taken out as part 
funding for the acquisition. 

The group said the number of new shares needed to 
meet that amount would have been too dilutive for its 
earnings. The decision came after Krasnapolsky shares fell 
F1 15 in Amsterdam on Tuesday to F1 145. Their recent 
trading average has been close to F1 180. Yesterday they 
.rallied strongly to R 164.90. The offering was to have been 
launched today. 

A much larger secondary equity issue, by the supermar- 
kets group Ahold, remained on course for a September 10 
launch, that company said yesterday. Ahold is raising 
R 4bn to finance its takeover of the Giant Food chain in 
the US. Roadshows for the international offering begin 
next week. Gordon Cramb, Amsterdam 
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FOOD AND FEEDS 


Raisio in deal with US group 



Bcrj* 



Shares in Raisio rose 7.5 per cent to FM71 .50 yesterday 
after the Finnish food and feeds group announced it had 
signed a deal with a subsidiary of International Paper, of 
the US, for the delivery of raw material for its cholesterol- 
cutting Benecol products. 

Under the deal. Florida-based Arizona Chemical will sup- 
ply tall oil pitch to Raisio globally. 

Sterols, the basic material used to produce Ratslo's 
Benecol stanol ester products, will be extracted from this 
raw material. The Rnnish group said the deal secured a 
dependable supply of toe pine oil for the production of 
margarine and other products in the Benecol range. 
Reuters, Helsinki 
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Glaverbel posts 67% advance 


Glaverbel, the Belgian glassmaker, yesterday announced a 
67 per cent Increase in first-half net profits from BFr666m 
to BFrl .11 bn ($30. 8m) and said it expected further strong 
growth in toe second half In spite of the Russian crisis. 

The group has interests in Russia after leading a consor- 
tium which acquired 25 per cent of Bor Glass Works, the 
main Russian flat glass producer, for $20m last year. The 
company said Russia’s financial crisis would have only a 
limited impact cm Bor Glass Works, which was debt-free 
and occupied a dominant position in raw and automotive 
glass. 

The jump in net profits was achieved without a contribu- 
tion from PPG Glass Europe, the flat glass business based 
in France and Italy, whose acquisition Glaverbel completed 
this week. Consolidation of toe former PPG businesses, 
acquired at a cost of $333m, would have a “positive influ- . 
ence" on toe second half, after financial charges, said Luc 
Willame, chief executive. 

The first-half profit increase reflected productivity gains 
achieved by a cost-cutting programme, and a better per- 
formance from processing activities. Total sales increased • 
7 per cent to BFr22.8bn. Earnings per share jumped 60 
per cent from BFrl 09 to BFrl 74. Neil Buckley, Brussels 
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US group pays $42m for Melcher 
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Power-One. a US manufacturer of power supplies for etec- 
tronic equipment, has added a European teg to its busi- 
ness with the $53m acquisition of Melcher. a Swiss elec- 
tronics company. 

Melcher, a 1996 management buy-out from Elektrowatt, 
had been planning to float its shares on toe Swiss stock 
market However, Power-One - which had wanted to buy - 
Melcher at the time of Its MBO - has agreed to pay 542m 
for Melcher and assume $1 1m of debt 

Melcher. which had sales of $3 6m in the nine months to 
June 1998, is a leading European supplier. California- 
based Power-One, which was floated on the US stock 
market two years ago, had first-half sates of $50m. 

At the time of the 1 996 MBO. there were reports that the 
price for Melcher was between $50m and $70m. 

SBC Equity Partners, which organised the original MBO, 
declined to comment on toe price, but indicated that It 
had made a profit on toe deal and said that valuing a 
company at close to twice annual sales was comparable 
with other transactions in the industry. 

WiHfem Hall, Zurich 
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By Mark HtMCgan 
In Paris 

Healthy sales of drugs and a 
shake-up at its beauty prod- 
ucts business yesterday 
helped Sanofi, the French 
pharmaceuticals company 
controlled by oil group Elf 
Aquitaine, report a 12 per 
cent increase in underlying 
first-half profits to FFr762m 
($130m). 

Net profits, however, were 
down 20 per cent to FFYSlSm 
because of one-off gains last 
year on the sale of a control- 
ling stake in the troubled 
Nina Ricci fragrances brand 
and the disposal of diagnos- 
tics and generic drugs busi- 
nesses. Capital gains in the 
first half last year were 
FFr375m compared with just 
FFr83m this time. 

Jean-Francois Dehecq. 
chairman, was upbeat on the 
company's sales .perfor- 
mance, but would not be 
drawn on a full-year outlook 
because of global economic 
jitters. “Quite frankly, who 
would take the risk of quot- 
ing figures for the end of 
1988 knowing the great d«ii 
of uncertainty we are fac- 
ing?” he said. 

“However, we should hot 
be hyper-pessimistic all the 
time - I think our results 
will be satisfactory by the 
end of the year." 

Shares in the company, 
which constantly stars in 
market speculation on con- 
solidation in the drugs or oil 
sectors, rose FFr35, or 5.3 per 
cent, to FFr600. 

This was in sharp contrast 
to Tuesday's 6 per cent 
d eclin e in the shares of rival 
Rhodia, the market leader in 
France, which Rhone-Poul- 
enc, its parent, was yester- 
day at a loss to explain. 
However, Rhodia shares 
recovered most of their loss 
on optimism in the pharma- 


ABN Amro 
strengthens 
Alfred Berg 


By Bay Harris in London 
and TTm But in Stockholm 

ABN Amro, the Dutch bank, 
has moved to shore up 
Alfred Berg, its Nordic 
investment banking subsid- 
iary which had been hit by 
recent senior defections to a 
Swedish rival 

Risto Silander, global 
director of Nordic equities 
for Swiss-owned Warburg 
Dillon Read, is moving to 
Alfred Berg ABN Amro as 
managing director in Stock- 
holm. 

Mr Silander had played a 
leading role in building 
WDR’s Nordic franchise. 

WDR ' analysts ranked 
third behind Alfred Berg and 
Enskilda Securities, the 
investment banking arm of 
Skandinavlska Enskilda 
Banken, for coverage of Swe- 
den and Denmark, according 
to Extel’s 1998 survey of 
fund managers. 

Alfred Berg has also 
recruited Lars Lindberg . 
from Enskilda Securities, 
and promoted Lars Molinder 
from its healthcare team to 
bolster its M&A operations 
after three top-level defec- 
tions to Enskilda. 

ABN Amro also named 
Claus Gregerson head of its 
European equity business. 
Mir Gregerson, managing 
director of Alfred Berg ABN 
Amro in Denmark, succeeds 


Nick Bannister, who last 
week was appointed head of 
the global equities business. 

Mr Bannister said yester- 
day Mr Gregerson's role was 
“very significant" as ABN 
Amro moved to strengthen 
its position In Europe. 

Mr Gregerson is replaced 
in Copenhagen by Heinrtk 
Heideby, head of Alfred 
Berg's corporate finance 
activities in Denmark. 

Mr Silanderis defection 
comes less than a week after 
be hosted a Nordic banking 
seminar In which he stressed 
WDR’s commitment to the 
region. His departure follows 
that of Casper von KoskuJl, j 
who recently quit WDR to l 
join Goldman Sa c hs. 

The US investment bank, 1 
which announced yesterday 
it was establishing a Nordic 
office In Stockholm, said It 
was actively expanding in 
northern Europe. 

Peter Sutherland, Gold- 
man’s European chairman, 
said: “Through the new 
office, Nordic clients will be 
able to access better the full 
range of investing, advisory 
and financial products and 
services provided globally by 
the firm." 

WDR said Henrik Soder- 
BtrOm, its chief operating 
officer in Stockholm, would 
run the Swedish office pend- 
ing a review of Mr Silandert 

former responsibilities. 
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pharmaceutica ls elf UNIT CLIMBS 12% 

Drugs sales 
and revamp 
boost Sanofi 


ceuticals sector a nd a stron- 
ger Paris share market. 

Meanwhile, investor 
response to Sanofi reflected 
the 12.2 per cent jump in 
operating profits to 
FFrl.74bn, built on a 6.5 per 
cent rise in sales to 
FFrlifibn. Healthcare con- 
tributed most of this, as drug 
sales rose 103 per cent 

The company noted a 
promising start to sales of 
Plavix, the thrombosis treat- 
ment marketed with Bristol 
Myers Squibb in the US, and 
of irbesartan, the hyperten- 
sion drug sold as Aprovel, 
Avapro and Karvea. 

The beauty products busi- 
ness moved back into oper- 
ating profit after a loss last 
year, as sales climbed nearly 
10 per cent on a comparable 
basis to FFrl.7bn. The Yves 
Saint Laurent and Oscar de 
la Renta luxury goods labels 
were the engines of growth. 

The company said rales 
had improved in most of its 
regional markets, with all 
the main west European 
countries except France 
recording double-digit 
growth France had been dif- 
ficult because of fierce com- 
petition and state-imposed 
price pressures. 

Sales to the US and Can- 
ada rose 18 per cent to 
FFrSOOm, but slid 5 per cent 
in non-Japanese Asia. “Asia, 
of course, has to be 
watched," said Mr Dehecq. 
“But Asia [excluding Japan] 
accounts for a minuscule, 
part of our revenues." 

Analysts said Sanofi 's 
operating results were ahead 
of expectations and wel- 
comed the rise in gross mar- 
gins. “Basically the results 
are very good and people 
will be upgrading the 
shares,” said one London 
analyst. 

See Lex 


Gambro hopes to straighten 
its tangled medical lines 

Swedish technology group likely to aim for simpler structure after 
disappointing growth on production side, writes Tim Burt 

G ambro. the Swedish 
medical technology 
group, is considering a 
sweeping overhaul of the 
manufacturing, research and 
marketing activities behind 
its three main product 
brands. 

The company - bom out 
of Incentive, the main indus- 
trial arm of the Wallenberg 
business empire - is expec- 
ted to tell institutional inves- 
tors in London today that it 
hopes to simplify its organi- 
sational structure. 

Mikael Lib us. chief execu- 
tive, will cite the current 
complex structure as one of 
the mam barriers to cutting 
production costs and improv- 
ing margins at the group, 
which changed its name ear- 
lier this year from Incentive 
to Gambro. 

The move marks the first 
significant restructuring of* 
the Incentive business fol- 
lowing its seven-year trans- 
formation from a loose 
industrial holding group - 
with Interests as diverse as Mfikael Uffus admits that the market has not been pleased 
-armoured vehicles and de- 

humidifying equipment - of 8 per cent, the production the medical technology busi- 
into a focused medical prod- side - accounting for about ness from SKrSaSm to 
ucts business. 40 per cent of Gambro’s turn- SKr823m. while gross mar- 

During that overhaul, Mr over - has run into unex- gins fell from 193 per cent to 
Ldlius oversaw more than 70 pected problems. 18 per cent, 

transactions worth a total of It has been forced to with- That dismayed the market 
SKr75bn ($9.4bn) and dis- draw production of bloodline prompting a fall of more 
posed of all the non-core tubes used in dialysis treat- than 30 per cent in Gambro's 
businesses. That left him ment following the death of share price since the results 
with Gambro, the manufac- two patients in the US, and lasL month. Some analysts, 
turer of renal care products faces an investigation by the moreover, have questioned 
acquired by Incentive four US Food and Drug Adminis- whether the management 
years ago, and a growing tratton into alleged defects. took its eye off the medical 
presence in US renal care More worryingly, produc- business during the Incen- 
centres. tion of dialyser equipment at live overhaul. 

That exercise completed, one of its main European “Mikael Lilius has done a 
most analysts were expect- plants has failed to meet US fantastic job of restructuring 
ing strong growth from the quality standards, forcing Incentive but he does not 
medical technology business, the group to buy products have a track record of run- 
where Gambro has become from rivals to meet demand nine a growth business. The 
one of the world’s largest in the world's largest health- initial couple of months as a 
suppliers of dialysis equip- care market new company have been 

ment and care services. Costs incurred addressing very difficult." says Jim 

They have been disap- those problems, which have McKean at Morgan Stanley 
pointed. Although the provi- yet to be fully resolved, Dean Witter in London, 
sion of care services has helped to reduce second- That view is echoed at 
enjoyed underlying growth quarter operating profits in Merrill Lynch, where 
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of 8 per cent, the production 
side - accounting for about 
40 per cent of Gambro's turn- 
over - has run into unex- 
pected problems. 

It has been forced to with- 
draw production of bloodline 
tubes used in dialysis treat- 
ment following the death of 
two patients in the US, and 
faces an investigation by the 
US Food and Drug Adminis- 
tration into alleged defects. 

More worryingly. produc- 
tion of dialyser equipment at 
one of Its main European 
plants has failed to meet US 
quality standards, forcing 
the group to buy products 
from rivals to meet demand 
in the world's largest health- 
care market 

Costs incurred addressing 
those problems, which have 
yet to be fully resolved, 
helped to reduce second- 
quarter operating profits in 


the medical technology busi- 
ness from SKrSaSm to 
SKr823m, while gross mar- 
gins fell from 193 per cent to 
18 per cent. 

That dismayed the market 
prompting a fall of more 
than 30 per cent In Gambro's 
share price since the results 
last month. Some analysts, 
moreover, have questioned 
whether the management 
took its eye off the medical 
business during the Incen- 
tive overhaul. 

“Mikael Lilius has done a 
fantastic job of restructuring 
Incentive but he does not 
have a track record of run- 
ning a growth business. The 
initial couple of months as a 
new company have been 
very difficult,” says Jim 
McKean at Morgan Stanley 
Dean Witter in London. 

That view is echoed at 
Merrill Lynch, where 


Andreas Tholstrup says the 
second-quarter figures were 
almost 10 per cent below 
expectations. 

Mr Lilius. who admits “the 
market has not been 
pleased", will try’ today to 
reverse such bearish senti- 
ment by outlining his strat- 
egy to sort out the problems. 

Of the factors denting prof- 
itability. he will tell inves- 
tors that Gambro has 
resolved the bloodline pro- 
duction problem - although 
the FDA inquiry continues. 
“We also biow we can solve 
the problems at the Euro- 
pean plant, even if the finan- 
cial benefits will not be seen 
for some time." 

N ow Mr Lilius says Gam- 
bro is ready to address 
the more fundamental 
problem of its complex three- 
leg manufacturing structure. 

At present, the production 
arm of the business is based 
around three distinct 
brands: Gambro the ori ginal 
Swedish renal care company; 
Hospal. the Swiss medical 
equipment business acquired 
for $187m in 1967; and Cobe 


Laboratories, the dialysis 
company bought for $233m 
in 1990. 

“They have been run 
almost as three separate 
companies up to now with 
distinct manufacturing, 
logistics and R&D," says Mr 
Lilius. “We must integrate 
behind these brands and ask 
ourselves whether we need 
to have dedicated plants in 
each area.” 

If Gambro could eradicate 
duplication in management, 
purchasing and production, 
it could wipe out the “com- 
plexity cost" which has hurt 
margins. 

Mr Lilius certainly has the 
financial engineering exper- 
tise to do that, bnt he must 
tread carefully to avoid dam- 
aging the brand value of 
each business. 

Meanwhile, he is likely to 
tell UK investors - who 
account for almost 6 per cent 
of the shareholder base - 
that the group is re-evaluat- 
ing its commitment to car- 
diovascular businesses, 
which contributed combined 
sales of SKrl.Mbn in the 
first half. 


"We either need to take 
pari in consolidation in this 
area or exit altogether. A 
decision is needed - doing 
nothing is not an option." 
says the chief executive. 

Mr Lilius admits Gambro's 
management could have 
addressed these problems 
earlier, but he adds: “It is 
always easy to be a Monday 
morning quarterback. Now 
we are a pure medical tech- 
nology play we can see what 
needs to be done." 

At the back of his mind, 
he knows Gambro will have 
to resolve such problems 
before it can contemplate a 
US listing. 

The company, which has 
signalled its intention to list 
in New York in the medium 
terra, has drawn up plans for 
presentations and briefings 
in North America this 
autumn in the first step 
along that path. 

In the meantime. Mr Lilius 
emphasises that costs will be 
cut and margin pressure 
reduced. “We have not done 
enough and have not done it 
fast enough. That will 
change." 


I Premium 
growth 
lifts 
Eureko 

By Marie Mulligan 

I Eureko, the holding 
company of the pan-Euro- 
pean insurance and financ-iai 
services alliance, yesterday 
posted a 673 per rant rise in 
first-half net income to 
FI 82.9m ($42m), reflecting 
growth in premium income 
and investments across its 
member companies. 

The result, which lifted 
earnings per share from 
FI 76J9 to FI 1103 and return 
an equity two percentage 
points to 93 per cent, came 
as the company announced 
its first foray into Poland, 
via an asset-management 
joint venture with Bank 
Gdansk! 

Eureko was established in 1 
1992 by Achmea of the 
Netherlands, the UK's 
Friends Provident, 
Topdanmark and Swedish 
financial services group 
LSnsfors&kringar Wasa. The 
following year they were 
joined by BCP of Portugal 
and, in 1996, by Gothaer - 
now known as Parion - of 
Germany. 

The alliance was formed 
with an eye to cross-border 
consolidation in European 
insurance and financial 
services. Through its 
partners and subsidiaries, it 
is represented in 13 
European countries, as wen 
as the US and Canada. 
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Investments lift Swiss Re 


By MfflUam Han h awwi 

Swiss Re, one of the world's 
biggest reinsurance Compa- 
nies, increased its flrat-haU 
net income by 51 per cent, to 
.SFrl.7bn l$i.2bn>, with a 
SFrl3bn jump in the profits 
from its investment portfolio 
sore than offsetting the 
need for extra provisions to 
cover losses on its US medi- 
cal reinsurance business. 

The SFr3.6bn Investment 
result overshadowed the 
weakness of the group’s 
first-half gross premiums, 
which fell i- per cent . to 
SFTSbn. In the first six 
months of- 1997 tbc- group 
Increased its Investment 
result by 38 per cent to 
SFrL7bn, and the 38 per cent 
increase in the current half 
year reflects “extraordi- 
narily high realised gains” 
cm investments of SFrlJbn, 


helped by strong stock and 
bond markets. 

The market value of 
invested assets rose 8 per 
cent, to SFr8l.3bn, Net 
unrealised losses remained 
low and. adjusted to a yearly 
basis, the return on invest- 
ments was 10.1 per cent, 
compared with 7.6 per cent 
in the first half of 1997. 

Non-life reinsurance pre- 
miums fell 7 per cent, to 
SFr8.9bn. The decline was 
due to a reduction in pre- 
mium income in health rein- 
surance business, a continu- 
ous shift from proportional 
to non-proportiOnal covers, 
and- the effect of lower pre- 
mium rates. 

These factors more than 
offset the 24 per cent rise in 
life reinsurance p remiums to 
SFr2bn. and the inclusion of 
Swiss Re Italia for the first 
time. 


The non-life tech n ica l 
result (before allocated 
investment return) moved 
from minus SFr644m to 
minus SFrl.Ollm and the 
combined ratio, the sum of 
the rfaims ratio and expense 
ratio, rose to 116 per cent. 

The main reason for the 
deterioration was the US 
medical . business, which 
showed a “significant 
adverse development” in the 
first half of 1998. Swiss Re 
bas added SFr300m to provi- 
sions to meet expected losses | 
and has decided to cease | 
writing this product in the I 
US. Excluding the Josses on 
the US medical business, the 
non-Ufe combined ratio was 
ill per cent. 

The group espeets to 
increase its full-year earn- 
ings but has warned the 
growth rate will be lower 
thfin in the last three years. 
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When we launched the new 
Amplats last September, 
we suggested that the mei^jed 
group would be far greater 
than the sum of its parts. 

After all, we have assembled 
a wealth of resources - natural, 
irt the form of the Platinum group 
metals, financial, technological 
and human - and harmonised 
the way in which they played 
their parts. 

The result is an orchestrated 
performance that makes the most 
of our resources for the benefit 
of all stakeholders. 
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BANKING CHASE MANHATTAN ESTIMATES WRITE-OFFS OF $200m IN THIRD QUARTER 


Chase and DLJ warn on profits 


NEWS DIGEST 


By WRSam Lewis hi New York 


Chase Manhattan and 
Donaldson. Lufkin & Jen- 
rette yesterday- joined the 

list Of US finan cial institu- 


te were close to zero. 

Its statement said that 
“adverse conditions In the 
equity markets" meant 
Chase Capital Partners, its 
private equity division. 


tions that have warned of made no gains in July and 

the negative impact of mar- August. This compares with 


ket turbulence on third-quar- 
ter profitability. 

Chase said that over the 
past two months it had made 
trading revenues of $160m, 
after losses mainly related to 
Russia. In the second quar- 
ter of this year it made reve- 
nues from trading of $517m, 
and it is thought that in 
August Chase's trading prof- 


a monthly revenue average 
of $90m for the division. 

“Our disclosure is compre- 
hensive. picking up on 
global markets not just Rus- 
sia,” said Dina Dublon. exec- 
utive vice-president and trea- 
surer. “We are still looking 
to make a substantial 
amount of money in the 
third quarter.” 


The disclosure is likely to 
affect analysts' forecasts for 
the current quarter, 
although Chase will be aided 
by the continuing profitabil- 
ity of its commercial bank- 
ing and global services 
operations. 

Chase also said its esti- 
mated commercial write-offs 
for the third quarter would 
be about $200m, net of recov- 
eries. It has a continuing 
Russian exposure of about 
S460m. of which $250m is 
direct Russian credit expo- 
sure. 

DLJ said it-had earned pre- 
tax Income of $40m for the 


first two months of its third 
quarter, which ends on Sep- 
tember 30. In the third quar- 
ter of last year, it earned 
income before provision for 
income taxes of $188.lm. 

“The results for the first 
two months of the quarter 
were Impacted by adverse 
trading conditions in the 
global marketplace and tur- 
moil in Russia.” DLJ said, 
but declined to provide any 
further details. 

In morning trading in New 
York. Chase shares rose $2ft 
or 4A1 per cent to $57%; DLJ 
rose S% to $33&- 

On Tuesday, after the 


stock market had closed. 
Citicorp said total 
Russia-related losses, 
including trading, would cut 
Its after-tax third-quarter 
earnings by about $200m. It 
also warned that any 
continued weakness in 
global markets would affect 
the contribution to earnings 
by other parts of its 
business. 

In another post-market 
dose statement on Tuesday, 
Morgan Stanley Dean Wit- 
ter, the Investment bank, 
said its third-quarter consoli- 
dated net income would be 
cut by 5110m. 


Case in 

link with I TELECOMS EQUIPMENT • _ 

Sumitomo Ciena, Tellabs put back 
subsidiary vote m $4-7bn merger 
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By MBdd Tait in Chicago 


Primark’s suffering blamed on auction failure 


John Qapper looks at how the financial data group is attempting to restore investor confidence 


I t has been a bumpy ride 
for investors this year in 
Primark Corporation, a 
little-known Massachusetts 
company that owns some of 
the best-known brands in 
financial data and whose 
value has swung between 
$1.2bn and 5530m. 

Primark’s rise and fall was 
caused by its move to put 
itself up for auction last 
December, only to find the 
industry’s largest companies 
had other things on their 
minds. “Somewhat to our 
surprise, very few people 
came to our party,” said 
Joseph Kasputys. chairman 
and chief executive. 

Failure to find a buyer 
upset a few investors along 
the way. The arbitrageurs 
who bought into Primark in 
the hope it would be sold at 
up to $50 a share - more 
than a quarter of its shares 
changed hands at more than 
$40 a share early this year - 
were irate at the outcome. 

The shares slid back to the 
high $20s before Primark 
announced on May 13 that it 
would not be sold, leaving 
investors high and dry 
despite a buy-back of 4.5m 
shares at $34,50 each. “One 
thing about investing is that 
sometimes you have to take 
a bet," says Mr Kasputys. 

Now Primark faces the 
painful task of trying to con- 
vince customers and inves- 
tors that it can become a 
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Joseph Kasputys: optimistic 


rival to financial informa- 
tion giants such as Reuters 
and Bloomberg by integrat- 
ing products such as Datas- 
tream. Disclosure, World- 
scope and ICV. 

Not everybody is con- 
vinced that this is a 
long-term strategy. “Once 
for sale, always for sale,” 
says one New York media 
analyst. “They have a lot of 
good content, and a decent 
beach-head in the US. but 
they are not really of a size 
to compete directly with 
Bloomberg.” 


a savings and loan, and a 
freight airline. 

“Before I arrived, it was 
not clear to me what Pri- 
mark was going to be, but I 
knew it was going to be dra- 
matically different,” says Mr 
Kasputys. His first move was 
to spin off the utility to Pri- 
mark's shareholders, remov- 
ing half the company's reve- 
nues in the process. 

By 1900, he had sold most 
of its operations, reducing 
annual revenues to $30m. He 
was left with $i50m with 
which to start anew, and did 


embarked on a buying spree, 
starting with Datastream 
from Dun & Bra ds tree t. 

Opinions vary on whether 
Tasc - which is mainly 
engaged on secret defence 
work - has helped Primark 's 
efforts to build a financial 
information brand. Mr Kas- 
putys says the technical 
expertise of key Tasc staff 
helped in updating technol- 
ogy at Disclosure, hut rivals 
are sceptical. 

' In any case, the question 
soon became academic. In 
the first quarter of last year, 
cracks started to appear 
with the decision to slim 
down Dafsa, a French finan- 
cial information business it 
bought in June 1996, and its 
aircraft maintenance arm 
Timco was hit by a labour 
shortage. 


security restrictions apply- 
ing to non-US companies. 

By the end of last year, 
Primark had decided it had 
to sell Tasc to make sense of 
its business and have a hope 
of selling other operations. 
On December S, with the 
announcement of the Tasc 
sale came a strategic review 


Case, a leading manu- 
facturer of agricultural 
equipment in the US. has 
entered a joint venture and 
supply agreement with the 
construction machinery’ arm 
of Japan's Sumitomo group. 

The two companies will 
manufacture and market 
excavators in North America 
under a 50-50 joint-venture 
arrangement and sell Sumi- 
tomo excavators through 
Case's dealer network in 
Europe, Latin American and 
Australia. 

The groups said yesterday 
that they would “explore 
opportunities to further 
expand the alliance in Asia". 

The Japanese company 
previously had a joint ven- 
ture with JCB - one of the 
largest privately owned man- 
ufacturers in the UK - cov- 
ering European markets. 
JCB said yesterday that this 
arrangement, which 
included local manufactur- 
ing and employed about 250. 


Fresh doubt was cast on the Gena/Tellabs merger - 
yesterday, when the two telecommunications equipment 
makere said me shareholder votes on their revised $4.7bn 
deal would be held later than expected. The two compa- 
nies said they hoped to hold the shareholder voles in 
November, instead of In September as previously expec- 
ted. The delay was attributed to regulatory requirements. 

The news sent both companies' shares down - Ciena 
lost S4V& to S291&, while Tellabs fell SIS to 544%. 

Steve Levy, a telecommunications equipment analyst 
with Lehman Brothers, said: "There are somB that are wor- 
ried that the longer you wait, the more uncertainty you 6 
have. And given what has happened over the past few 
months, it seems reasonable to believe that something 
could pop up." 

The revised deal, cutting its value from $7.1 bn, had been 
widely expected after after Ciena warned its third-quarter 
earnings would be lower than expected. 

Reuters, New York 
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Yahoo! rallies after promotion 


and the appointment of had been dissolved. 


Such scepticism is born of so by buying a defence infor- 
the company's curious his- matlon technology group 


tory. When Mr Kasputys 
became its chief executive a 
decade ago. it gained most of 
its revenues from being a 
gas utility in Michigan. It 
also owned a trucking unit. 


called Tasc for $166m. 

Mr Kasputys' strategy was 
to build information busi- 
nesses around the technol- 
ogy owned by Tasc, and 
between 1992 and 1997 he 


W hen. Primark disclosed 
a fall In first-quarter 
earnings, its shares 
fell from around $35 to 
$17.50. “ft was a $6m prob- 
lem, and it cost half our mar- 
ket capitalisation. We had 
bought a series of businesses 
and the market was worried 
trouble might break out else- 
where.” says Mr Kasputys. 

With its shares in the dol- 
drums, other financial infor- 
mation groups started to 
hover. It entered talks with 
one - thought to be Reuters 
- but found -Tasc was in 
effect a poison pQl owing to 


Notice of Redemption 
To the Holders of 

Pennzoil Company 

4.75% Exchangeable Senior Debentures 
due October 1,2003 

Registered Securities and Bearer Securities 
(the “Debentures") 

Cusip No. 709903 BET 



NOTICE IS HEREBY GIVEN that, pursuant to the optional redemption 
provisions oi the Indenture. PermroM Company has called lor the 
redemption and will redeem on October 1. 1998 [the 'Redemption Date - ), 
all of i he ouistancfing Debentures at a redemption price ol 102.375% ol 
the principal thereof (die 'Redemption Price*) together with accrued 
interest thereon to the Redemption Dale On me Redemption Date, the 
Redemption Price will become due and payable and interest on the 
Debentures will cease to accrue from and after such date 
The Debentures, should be presented lor payment of me Redemption 
Pnce on or after October 1. 199B to the applicable Paying Agent at the 
address set lonh bekhv 

In the case ol Registered Securities either of the foRomng addresses 
II tv hana o' overrTtgftl Conner to ft try mad. to 

Chase Bank of Texas, HLA. Chase Bank ofTexas, N A. 
Corporate Trust Services Corporate Trust Services 
1201 Mam Street 18fh Floor PO Box 2320 

Dallas. Texas 75202 Dallas. Texas 75221-2320 

in the case ol Bearer Securities sa Die loltemng address, accompanied 
by an coupons appertaining thereto maturing subsequent to the date 
fixed ter redemption or the amount of any Such rrnssang coupon or 
coupons wA be deducted Iron me Redemption Pnce or security or 
mdemmty satisfactory to the Company, the Trust bo and any Payng 
Agent 

The Chase Manhattan Bank 
Crosby Court 
38 Bshopsgate 
London EC2N 4AJ 


THAI CENTRAL CHEMICAL PUBUC COMPANY LIMITED 

(the 'Company') 

NOTICE OF BONDHOLDERS' OPTIONAL REDEMPTION 
US$60,000,000 3% per cent. Convertible Bonds due 2003 
(the “Banda*) 

Notice b hereby given that in accordance wfch Condition 8|CJ of toe Tama 
cmd Condition* of toe Bonds, toe Company vril, at toe option of any holder 
of any Bond, redeem such Bond an 25to October, 1998 all 15.50 percent, 
of its prindpd amount. 

Pursuant to such Condition, to esarcba such option toe holder must deposit 
the Certificate issued in respecTof such Bond wWi cny Agents together with a 
completed redemption notice in toe form obta i noble horn any dr toe Agents, 
nor more toar 60 nor less than 30 days prior to such dale. No Cer tifi cate so 
deposited may be withdrawn without prior consent of toe Company. 
AooonSngly toe deposit period should run from 26to August, 1998 to 2 mi 
S eptember, 1998. 

However, toe Bondholders era ended to recuva not less toon 30 days notice 


investment bank BT Alex 
Brown as adviser. 

However, the timing was 
poor. Although its share 
price shot up in the expec- 
tation that it would sell, 
large financial information 
groups were tied up with the 
sale by Dow Jones of Tele- 
rate, while Reed Elsevier 
and Wolters Kluwer were in 
the middle of trying to 
merge. 

By April, Mr Kasputys had 
decided against selling the 
operations. “We did get some 
offers, but not from the 
major hitters. We felt we had 
to bring this process to an 
end, because it had already 
gone on much longer than 
we' had wanted," he says. 

Now Primark must show it 
can create more value than 
it might have done through 
a piecemeal sale. Mr Kaspu- 
tys emphasises that with the 
disposal this year of both 
Tasc and Timco it has capac- 
ity to raise up to $400m in 
debt. 

The company took an 
important step in June by 
creating three divisions from 
its dozen operations. It is 
now working on uniting 
them more effectively by 
using technology, and also 
marketing them in a way 
that makes the Primark 
name better known. 


It said discussions on a 
three-way arrangement 
between Case, Sumitomo 
and JCB had foundered 
partly on the UK company's 
desire for access to the US 
market, the largest market 
for excavators. Instead, JCB 
is stepping up its US pres- 
ence with plans to build a 
wholly owned construction 
equipment plant In Georgia. 

The new Case/Sumitomo 
joint venture in the US will 
include the excavator arm of 
Sumitomo's Link-Belt con- 
struction equipment busi- 
ness in Kentucky, while 
Case will contribute market- 
ing resources and unspecif- 
ied cash. 

The US company already 
sells seven excavator models 
in North America designed 
by Sumitomo, and machines 
will continue to carry the 
Case brand. 

Outside the US the new 
arrangements will be based 
on a supply deal, pushing 
Sumitomo models through 
the Case network. 

The US company said the 
deal "reinforces our commit- 
ment to the excavator busi- 
ness” and would give it a 
larger share of the construc- 
tion equipment market 

Sumitomo's construction 
machinery arm currently 
has annual sales of Sl.lbn. 


Internet stocks rallied yesterday as Yahool, the leading- 
internet site, was promoted to the ranks of the Nasdaq 
100 Index. Yahool is replacing MCI. the long-distance tele- 
phone operator merging with WorldCom. 

The news sent its stock price up 13.5 per cent to 582, 
giving the company a market value of $6.8ba Other stars 
of the internet sector also pulled back some of the ground 
lost over the past few days, although most are still well 
below their highs. Amazon.com, the online book retailer, 
which nearly hah/ed in value from a high of 5147 to dose 
on Tuesday at $79Jf, yesterday Jumped 17 per cent to 
S93£. Excite, the number-two internet site and one of the 
worst hit stocks in recent days, saw its shares bounce 
back by 22 per cent to $29, compared with a high of $55. 

The sector was also helped on Tuesday by the news 
that Warburg Dillon Read, the investment bank, had 
started coverage of five leading internet stocks with a 
strong buy recommendation on Netscape and a buy 
recommendation for Excite, Lycos and Yahoo!. The com- 
pany's target share price for Yahoo! was $85. 

Roger Taylor, San Francisco 


CASINOS 


Horseshoe Gaming in $600m buy 


Horseshoe Gaming is to expand from Its southern US 
base into the mid-west with the $600m purchase of 
Empress Entertainment, a leading casino operator in the 
Chicago area. The deal ends an auction which attracted 
attention from big gambling corporations including Hilton 
and MGM Grand, which is currently building a new casino 
in Chicago. 

Although Hilton recently bought Grand Casinos in a 
move which made it the leading gaming business in Missi- 
ssippi, the larger groups have tended to prefer building 
venues to their own specifications. However, yesterday's 
deal coukl spur more interest among industry leaders in 
buying smaller companies, especially in regional markets. 
Mississippi is the third largest gaming market after Las 
Vegas and Atlantic City, and Chicago ranks fourth. 

Horseshoe, which is privately owned and based in Las 
Vegas, said combined revenues of the new four-casino 
group, would be about 5800m this year. 

Christopher Parkes, Los Angeles - 
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Life groups face hard times 





By Edward AJdan hi Toronto 
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Canada's life insurance 
market win be increasingly 
polarised between strong 
companies able to thrive in a 
more competitive market 
and marginal companies 
that will need to look for 
“exit” strategies, according 
to an industry review by 
Standard & Poor’s, the rat- 
ings agency. 

The demutualisation by 
four of Canada’s top five 
insurance companies, expec- 
ted next year, will further 
accelerate the transforma- 


Mndpol Paying, Transfer and Conversion Agent 
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tion of the industry. 

In the past year, most for- 
eign insurers, including Met- 
ropolitan Life and Prudential 
Insurance, have left the 
Canadian market because of 
disappointing returns on 
equity as it became highly 
competitive, with overcapa- 
city, stagnant sales and an 
ageing population. 

In Its review, S&P down- 
graded ratings on Mutual 
Life Assurance, and revised 
its outlook downward on 
Canada Life Assurance. 

Nell Strauss, analyst with 
S&P. said the downgrading 


of Mutual Life from AA+ to 
AA reflects the company's 
heavy dependence on the 
Canadian market. Its busi- 
ness is focused on the 
mature and low-growth indi- 
vidual life insurance market 
in Canada, which is exposed 
to strong competition. 

Canada's four large 
mutual Insurance companies 
have each announced plans 
to demutualise, following 
last year's C$2. 9bn 
lUS$1.9bn) purchase of Lon- 
don Life by Great-West Life, 
the only stock company 
among Canada’s big insur- 


ers. That purchase made 
Great-West Canada's largest 
insurance company, while 
the four mutual companies 
could not enter the bidding. 

S&P says new draft guide- 
lines on demutualisation 
announced by the federal 
■ government last week would 
prevent a rapid realignment 
of the industry, but that 
change will occur at & 
slower pace nonetheless. 

Ottawa proposes that 
shareholders be allowed to 
buy no more than 10 per 
cent of demutualised compa- 
nies over the next two years. 
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The what, not the where, to drive P&G 

The emphasis is on getting new products to market quicker, writes Richard Tomkins 
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■ALLIANCE 
■* LEICESTER 


ERRATUM 


It is noted that, in the invitation 
published yesterday regarding 
the purchase of 25,100,000 shares 
in Duty Free Shops S.A. the 
time and date for submission of 
offers was erroneously stated as 
20 September 1998 from 14:00 to 
15:00, instead of 30 September 
1998 from 14:00 to 15:00. 


AShhc a Locate Bdfai Sector 
£200,000,000 
Flaacmg Rate Notes doe 3000 
hTihrmawstprnpdZ&hABBai. 1998 
o> JOih Nbycntoa. 1998 d* N>xb ktH 
cm 3 Rare id (nwrw r of 7.775 per 
mik. per mun mb m w r ea isumti 
It £2i»J!3 per riMCO fanc^A ni 
£1002.)! pa £1tiC£0Q piaelpJ. 
pmaHrid WtoNmanfor, 1W, 

Luttl m Ar L nm nt x» y ftnd r -*-ir 
Banker- Iron 

Compan, London Ajtnt Bank 


USS4WUMNMM0 

AXA-CAP 


SabordmsUd Perpetml 
StCfMipNMM 

For the ptriod tom Squab* 1. 199* m 
Drcmba- J. 199H Ibr Nrta wfll n r rj u 
aunt, me of &J3373 per mun *uh » 
auBiffliOTH of US J1MM per CS IW.noD 
Nee. US 11 MM per DB*WA» tf*» nd 
a irsflEs&a pa- usjumjmo kmc. 

T V rtlevm Unat p aj ami d&> iris ke 
Dlcutiu'LRX 

fee* Bate 

ft 

Banque&mbas 


PERSONAL 


PUBLIC 

SPEAKING 


Training and speech writing fcy 
award winning speaker. 
Fist lasson free. 

TBL' (01727 851133} 


FBBSjm/MM* 

AXA-UAP 

Suhmlmited Perpemal 
Step-op Note- 

Par itw pnw4 tom StfHfate J. UM to 
tereaftar^MHUe Ne-t rtterTr m lamw 
Me LUKfr or amm vftb an *ur-« 
BMK rfm L»#a par FRF n>J» Sri, 
aelarncrmiri mptr rBF LBAlM -feu 
IV itktaaa latema pi me dan, be 
busbar LION 


n 

Hanouh Paribas 


I nnovation Is Procter & 
Gamble's lifeblood. But 
lately, the company has 
become worried that its flow 
of “new. improved" products 
needs to be bigger and tester 
if the company is to meet 
its ambitious growth targets. 

In the next few weeks P&G 
will unveil detailed plans for 
its second big reorganisation 
in recent years - this time, 
realigning ' the company 
around its laundry deter- 
gents, nappies and shampoos 
instead of running it on geo- 
graphical lines. 

At present. P&G Is split 
Into four regional divisions, 
each responsible for its own 
profits and losses. In order of 
size, they are North Amer- 
ica; Europe, Middle East and 

Africa; Asia; and Latin 
America. 

But the company has 
decided it can respond, more 
effectively to consumers if it 
is divided, into global busi- 
ness units, each taking 
responsibility for the profits 
and losses of a different 
product area throughout the 
world. 

Each global business unit, 
the company says, will have 
all the resources it needs to 
understand consumer needs 
in its product area and to 
develop innovative products 
that meet those needs. 

Their output will continue 
to be marketed by local, 
country-based organisations. 



the last one in 1993, when 30 
plants were closed world- 
wide and 13,000 Jobs cut. 

That was designed to cut 
costs to make P&G's prod- 
ucts more competitive. In 
contrast, the latest plan is 
aimed at increasing reve- 
nues by making the com- 
pany more responsive to the 
marketplace. 


John Pepper It's one thing to 
Invent these things . . 


but these marketing 
operations will be strength- 
ened to maximise the impact 
of the products the new 
units are expected to 
develop. 

There are two other main 
aspects to the plan. One is 
the creation of a global busi- 
ness services organisation 
that will provide support ser- 
vices such as accounting and 
data management. The other 
Is a “streamlining" of the 
headquarters operation, as 
some corporate functions are 
realigned with the global 
business units. 

Some job cuts seem inevi- 
table, and there will proba- 
bly be a restructuring 
charge. But the reorganisa- 
tion will be different from 


E arlier this year, Jbhn 
Pepper, chairman and 
chief executive, hinted 
at changes to come when he 
stressed the importance of 
shortening the time taken to 
bring new products to the 
market 

“It's one thing to invent 
these things: it’s another to 
get them into the market tas- 
ter," he said in an interview. 

“We know we have to 
reduce our lead times from 
identification of technology 
and product application to 
taking the product globally. 
We need to compress that by 
orders of magnitude, cutting 
it in half." 

Yesterday, P&G said the 
planned reorganisation was 
a continuation of the strat- 
egy it adopted in the 19b0s 
when it moved from brand 
management to category 


p lanning on a global basis. 

But responsibility for the 
profit and loss - which ^ 
means a lot of the resource ^ ~ • - 

and priority decisions - were . 

still made regionally " It | j 
said. “We are moving to 
global business units that -t^lQ U 
are aligned around product W 

lines with full profit-and-loss ; 
responsibility, so that plan- ^ : • 
ning for Mph global business • 

can be Implemented on a ■ 
global basis.” . . 

An outline of the plan 
emerged this week in a letter . 
to shareholders contained in V'-’ :■ • 

P&G's latest annual report. : ^ 

Mi Pepper and Durk Jager, 
president and chief operat- ' 

ing officer, say in the Idtter \.c : 
that P&G needs to accelerate 
its progress .significantly i* 

it is to achieve its goal of . 

doubling sales in 10 years. - 

To meet that goal. P* 0 ■' - 

would need to increase teve- .. 

nues at a pace of 7 per cent a , 

year. But in its financial 
year ending June 3(h «, »’*;?»£■ 
increased revenues by.oip 4 - . 

per cent to $37.2bn, map 3- ' 
ing shareholder worriMtef 1 
the target would Ire misseo- t *. »< , 

But Mr Pepper andjMJ. 1 
Jager say P&G “can ado ^ ^ ■ . 
must do better". "We P° w * { 

the key is faster. bigS®^ j‘.;: ; j 
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management, and from there - innovation in every 


to ’the management of cate- 
gories on a global basis, . 

“In the late 1980s we estab- 
lished global category man- 
agement. where we began 


our business," they say, 


w . ,S 

must bring even better . j&ta' * , 

ucts to more markets 
greater speed than * ve :-\W 'V ] 

before." ii 
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COMPANIES & FINANCE: ASIA-PACIFIC 


l* ° WG k ?WB PR0PERTY-T0-1NF R ASTRUCTURE CONGLOM ERATE AT L OWER END OF MARK ET EXPEC TATIONS 

Wharf 


ByLotdse Lucas (n Hong Kong 

Wharf (Holdings). the Hong 
Kong property-to-infrasfruo 
ture conglomerate, yesterday 
reported a 39 per cent fall in 
first-half net profits, from 
HKS2.23bn in the first six 
months of 1997 to HE$L36bn 
(US$175m). 

However, last year’s 
results were boosted by an 
HK$90Q.5m exceptional item, 
and profit at the operating 
level dropped a more modest 
21.19 per cent, from 


net profit slides 39% at halfway 


HK$i^bn to HKSLtfbn. 

The results, at the lower 
end of market expectations, 
follow a similarly 
dutch of results from Hong 
Kong blue-dtips. Fellow con- 
glomerates such as Hutchi- 
son Whampoa and Citic 
Pacific, the listed arm of Bei- 
jing’s main investment 
vehicle, reported steep 
declines in earnings last 
week, reflecting the eco- 
nomic slowdown and plung- 
ing property prices. 

Wharf, which traditionally 


derives 70 per cent of its 
earnings from property, said 
it expected rental income 
■this year to match last year’s 
billings for the existing 
investment property portfo- 
lio. New office, retail and 
apartment developments are 
dim to come on stream next 
year. 

With regard to property 
development In mainland 
China, the company said It 
would focus on Shanghai 
and Befiing. At the end of 
June, the combined total 


exposure to its three prop- 
erty projects in China was 
about HKtflhn. it said. 

The group’s cable TV ven- 
ture started to generate net 
operating profit from Febru- 
ary, as revenues grew 32 per 
cent and operating expenses 
fell 3 per cent over the year. 

Gonzaga Li, chairman, 
said: “Continued efforts have 
been Tr t af i p to streamline its 
operations; costs have been 
controlled at lower levels 
than planned and free cash- 
flow profit is expected by 


Insurance groups get a life in Vietnam 

Policy sales are growing but local companies face foreign competition, writes Jonathan Birchall 

I n his ramshackle office on 
Hanoi’s busy Phan Dinh 
Pining Street, 40-year old 
Nguyen Quoc Whanh is at 
the front lino of a gmaii revo- 
lution in Vietnamese per- 
sonal financing. 

Mr Khanh works for the 
state-owned Bao Viet Life 
Company, set up less than 
two years ago, heads a 
team of 20 agents whose mis- 
sion is to introduce Vietnam- 
ese consumers to life assur- 
ance policies. 

“Because life-assurance is 
a new idea, we have to go 
out and look for the custom- 
ers.’’ he says. “The agents 
sell first to their friends and 
relations, then they go house 
to house, and they visit com- 
panies and government 
offices to explain their prod- 
uct. " 

Vietnamese customers 
seem to like what they hear. 

Mr Khanh says his top 
agents can sell 15 to 20 poli- 
cies a month, mostly five- 
year endowment or educa- 
tion savings policies, hi 1997, 
the first foil year of Bao Viet 
Life's operations, the com- 
pany had 1,000 agents, who 
sold just 36,500 new policies. 

In the first six months of 
this year, the number of 
agents had risen to 2,600, 
and the total of new policies 
sold had jumped to 121,000. 

Vietnam's average annual . 
per capita income may be 
just above 3300. but Mr 
Khanh says that 12 per cent 
of bis business is for policies 
with an annual premium of 
10m dong ($720). 

By international stan- 
dards, Vietnam’s Hite assur- 
ance market is tiny, with 
total premium worth jnst 
55m in the first half of the 
year, while the total general 
insurance market was worth 
just over 5100m last year. 

But Bao Viet Life’s initial 
successes underline the lure 
of the Vietnamese market A 
population of 77m and the 
prospect of long-term growth 
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Hope and a prayer: a 77m population has led 30 insurers to open offices nnViatnaRi Sarah Murray 


1994, and by Bao Minh'- 
based in Ho Chi Minh City - 
which was formed out of Bao 
Viet’s offices to the south. 

Together, the two compa- 
nies control more than 85 
per cent of the market with 
about 12 per cent held by a 
mixture of state and private 
have persuaded some 30 for- . companies, 
eign Insurance companies to Foreign companies repre- 
open offices in HanoVand Ho sented in Vietnam have been 


active in reinsurance, with 
on average 35 per cent of all 


Chi Minh City over the past 
four years, most hoping 
eventually for direct access 
to the market 
So far it has been a long 
wait Only two foreign joint 
ventures have been allowed, 
with both restricted to pro- 
viding general cover for for- 
eign-own ed companies in 
Vietnam. However, in May 
the Communist Party 
dropped its opposition to 100 

per cent forelgn-owned — - 

insurance companies, which Vietnamese premiums end- 


training courses and consul- 
tancy services. 

AIG, regarded by many in 
tbe industry as the most 
likely recipient of the first 
100 per cent foreign licence, 
invested in the development 
of an industrial park in Hai- 
phong; France's Axa-UAP 
played a key role in setting 
up a substantia] Frencb- 
backed training programme - , 
and in early August, Pruden- 
tial of the UK announced it 


The EU has been funding an extensive 
training and co-operation programme 
and European diplomats expect at 
least one new 100 per cent licence to 
go to a European company 


in theory are already 
allowed for In existing law. 

Officials' have, suggested 
that one or two licences for 
foreign-owned companies 
could be granted by the end 
of the year. 

Tbe Vietnamese market 
remains dominated by 
Hanoi-based Bao Viet, which 
controlled the entire market 
before reforms introduced in 


ing up offshore. 

Bao Viet and Bao Minh 
argue they need time to 
develop before feting foreign 
competition, so It is not clear 
what led to the decision to 
allow further opening of the 
market. Foreign com panie s 
have been lobbying aggres- 
sively for more access, pro- 
viding the Vietnamese with 
a comprehensive supply of 


was. setting up a Siam Viet- 
nam investment fond, the 
day after lodging a licence 
application with the finance 
ministry. 

But broader pressures are 
also coming to bear. Viet- 
nam is increasingly con- 
cerned about declining for- 
eign investment, and a 
widely held perception that 
Vietnam is a difficult place 
to do business. 


"There’s no doubt that 
there's been a lot of pressure 
from individual companies 
and from governments, 
says one foreign executive in 
Hanoi “But I think tbe gov- 
ernment also feels that it 
has to do something to keep 
Investor interest here." 

Allowing some foreign 
direct access to the market 
would also ease pressure 
from the US and Europe. 

The EU has been funding 
an extensive training and 
co-operation programme, 
and European diplomats say 
they are expecting at least 
one new 100 per cent licence 
to go to a European com- 
pany. US companies are also 
a powerful lobbying force in 
the continuing negotiations 
with Washington over a pos- 
sible trade agreement, push- 
ing for market opening. 

The main foreign opera- 
tors are now waiting to see 
whether they get a chance to 
compete with Mr Khanh and 
Bao Viet Life. Veterans of 
the market remain cautious. 
“They said they would allow 
100 per cent foreign compa- 
nies ‘soon’." says one foreign 
industry expert. “But you 
have to ask yourself what 
soon means In the Vietnam- 
ese context" 


Ayala sad C&P suspend share swap 


Ayala Land, the Philippines’ 
leading property group, and 
C&P- Homes, the low-cost 
homebuilder, have agreed to 
"indefinitely suspend'' their 
3.6bn pesos ($83m) share 
swap agreement, AFX-Asla 
reports from Manila. 

The- companies said the 
decision was mutual and In 
the best Interests of the 
shareholders ctf both parties. 
The currant share price of 
C&P Homes “preempted the 
transaction from proceeding 


since it was no longer indica- 
tive of the true value" of the 
group. 

Ayala T-and was to Have 
acquired shares in C&P 
Homes equivalent to 38.4 per 
cent for 2JS pesos each. Yes- 
terday. shares in C&P 
Homes dosed up 0.02 pests 
at 0.77 pesos. ~ 

Henry Ong, of Sapphire 
Securities, said the suspen- 
sion of the share swap deal 
should benefit Ayala Land 
as it would not have to shell 


out funds for such a “risky" 
liTitlerhilring. 

He said Ayala Land would 
probably pursue other acqui- 
sitions to exploit the low val- 
uation of land amid the cur- 
rent economic ends. "Ayala 
Land is not likely to keep 
the foods intended for C&P 
Homes. It is likely to con- 
tinue to look for other oppor- 
tunities. It wants to take 
advantage of the present sit- 
uation, where many are sell- 
ing at a very cheap price” 


Another analyst said it 
was uncertain whether the 
share price was the only fac- 
tor preventing the compa- 
nies from carrying out the 
arrangement. 

He said the market was 
kept in the dark on the real 
financial state of C&P 
Homes, as the group had 
failed to submit quarterly 
results to regulatory authori- 
ties since Ayala Land began 
a due diligence audit of the 
company early this year. 
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2000. Wharf Cable will need 
no further cash funding from 
the group and its operating 
cashflow can more than 
cover its own capital 
requirements." 

On the infrastructure side. 
Modern Terminals, Wharfs 
port interest, posted 20 per 
cent growth in the first half 
and in July handled a record 
number of containers. 

SandngB per share fell 39 
per cent, from 97 cents to 59 
cents, and the dividend is 
held at 28 cents. 
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Sapporo to cut 
staff by 30% 


By Alexandra Harney In Tokyo ' 

Sapporo Breweries, Japan's 
third largest beer company. 
Is to cut its staff by nearly 30 
per cent, reduce tbe number 
of board members, unit 
review its product develop- 
ment and management strat- 
egy in an attempt to improve 
profitability. 

The group, which saw its 
share of the Japanese mar- 
ket shrink 0.5 per cent to 
16.1 per cent in the first 
seven months of this year, 
will eliminate 1,000 jobs by 
200L mainly through accel- 
erated retirement and a 
freeze on hiring. The com- 
pany currently employs 
about 3J300. 

Sapporo said that as a 
result of the job cuts, beer 
output would rise to 1,900 
kilolitres per worker by the 
end of 2001, up from 950 kil- 
olitres in 1997. 

The company would not 
specify how many of its 25 
board members would be 
asked to step down. Sapporo 
has already deckled to close 
two factories by 2002. 

Two planning councils 
would be formed this month 
“to reconsider our product 
strategy", the company said. 
It also announced plans to 


accelerate deliveries and 
launch a new low-malt beer 
In October. 

Sapporo’s moves are part 
of a larger restructuring 
already announced and fol- 
low similar plans by its 
rivals, Asahi Breweries and 
Kirin Brewery, earlier this 
summer. 

Last week, Asahi said it 
would cut 20 per cent of its 
headquarters staff while 
Kirin plans to cut 1,800 fac- 
tory jobs and close three 
plants this year. 

Competition between the 
three groups has intensified 
recently as the collapse in 
consumer demand has 
squeezed sales. In July 
alone, beer shipments fell 
13.5 per cent year-on-year, 
according to Goldman Sachs. 

Sapporo, which shipped 
11.4 per cent fewer cases in 
the first seven months of 
this year, had not yet ade- 
quately addressed its overca- 
pacity problem, analysts 
warned. 

"I look at their restructur- 
ing plans, and I don’t see 
anything particularly 
remarkable... they need to 
cut costs much more, and 
close at least two more facto- 
ries," said Yuji Fujimori, of 
Goldman Sachs in Tokyo. 
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BUILDING MATERIALS 

Asia problems hurt 
Boral in full year 

Borah the Australian building materials and energy group, 
yesterday reported a net profit before abnormal Items in 
the year to end-June of A$200.4m (USS1 16.4m), in line 
with forecasts. 

An abnormal pre-tax charge of AST 1 7.9m led to a net 
profit after one-off items of ASB5.97m compared with last 
year's AS403-43m. The abnormal charge arose from write- 
downs and provisions associated with the Asian division. 
Peter Cottrell, chairman, said the Asian economic down- 
turn continued to make trading conditions in the region 
extremely difficult "Boral expects to make losses again 
over the next year from its Asian businesses," he said. 

Sales for the full year slipped from A$4.73bn to 
A$4.70bn. AFX-Asla, Sydney 

NEW ZEALAND AIRPORTS 

AIA ahead of forecast 

Auckland International Airport, which was partially floated 
by foe New Zealand government last month, yesterday 
reported a profit of NZ$41. 09m (US$21 m) for foe year to 
June 30, slightly better than the prospectus forecast 
Revenues rose 10.3 per cent to NZ$1 54.5m, in spite of a 
3.3 per cent fall in international aircraft movements and a 
1.1 per cent drop in incoming passengers because of foe 
Asia downturn. The Increase in revenues stemmed largely 
from higher rents from the expanded airport building. 
Wayne Boyd, chairman, said directors expected to meet 
future prospectus forecasts - made last month when the 
government sold its 51 .6 per cent - despite the budgeted 
7 per cent drop In Asian tourism. Terry Hall, Wellington 

AUSTRALIAN BANKING 


NAB chief sees foreign threat 

Australia’s banking and finance industry is vulnerable to 
foreign takeovers, with a low Australian dollar leaving local 
companies exposed to predators from foe US and Europe, 
said Don Argus, chief executive of National Australia Bank, 
foe country’s largest 

The US financial industry is only just starting to look 
outside its boundaries," he said. "1 know there are banks 
in the UK that understand what a global strategy is all 
about . . . and we're starting to see some of the Europeans 
now extending into this particular region.” 

Mr Argus criticised a government ban on bank mergers 
among the country's four largest banks, known as the 
"four pillars” policy, warning that it left Australian banks 
particularly exposed to foreign takeovers. Mr Argus has 
long argued that Australia's leading banks are too small to 
compete on a global basis and need to be allowed to 
merge to increase their size. He is due to step down from 
NAB early next year to become chairman of Broken Hill 
Proprietary, the resources group. AP-DJ, Melbourne 
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RST HALF 1998 RESULTS 


TOTAL REPORTS FIRST HALF NET INCOME OF 4 BILLION FRANCS 
DESPITE THE FALL IN CRUDE OIL PRICES 

TOTAL’S Board of Directors, chaired by CEO Thirrry Drsmarest, met 011 September /, to mint ■ the consolidated financial 
statements for the six months ended fune 30,1998. 

Bf Net inrwor _ _ 

(GtnnptJnrr) „ • . 

.. -Lo 4.0 pertiwir Group sales for the 1998 first half amounted to 82.3 

4-Of ■ ■ ID# SIJ, _ 

billion francs, a decline uf 14 percent versus the same 
period lost sear (or an 8-percent decline excluding the 
merged TOPNA unit). 

Consolidated net income for the 1998 first half was 3,973 
million francs, stable compared to the 1997 first hall'.' 
Earnings per share were IG.t francs based on a fttlh- 
diluted weighted-average number of shares outstanding 
of 246.1 million shares in the 1998 first half. 
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p Di ff er ent trends far the business segments 

Operating income from the business segments for the 1998 first half was 6,601 11 'million francs, a 6-percent 
decrease versus the 1997 first half 

The average Brent crude price fell by 30 percent to $13.65 in 
the 1998 first half versus SI 938 in the 1997 first half. The 
dollar rose by 6 percent to 6.06 francs versus 5.70 francs, 
and average refining margins in Europe increased by 
6 per cent to $1 7.1/ton as compared to S16.1/ton. 

Taken together (tbe dollar exchange rate, crude prices 
and European refining margins) the environment had a 
negative impact of 1.7 bilEon francs on operating income. 

This impact was partially ofl^et by 1 billion francs from growth 
and productivity gains in all of the Groups segments and by 
other specific elements totaling 03 billion francs. 

Gross investments in the 1998 .first half rose by 19 percent to 10,879 million francs from 9,1 16 million francs in 
the 1997 first half, due to the many developments in the Upstream segment. Divestments, based on sales prices, 
in she 1998 first half were composed primarily of financial participations and amounted to 2,084 million francs 
versus 884 million francs in the 1997 first half. 

^Outlook 

TOTAL demonstrated its ability to resist falling crude prices in the first half of 1998. Despite the currently weak 
environment and an expectation of continued volatility, the Group is confident that the projects in hand will 
support its growth and profitability objectives. Ill the Upstream segment TOTAL will continue to invest only in 
projects with low break-even points. In the Downstream and Chemicals segments, TOTAL pursues growth within 
the framework of improved profitability- 
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MINING TANZANIAN DEAL OFFERS OPPORTUNITY TO DEVELOP ONE OF THE BIGGEST GOLD MINES IN AFRICA 


Ashanti in $135m bid for Samax Gold 


By Kenneth Gooding, 
Mining Correspondent 


After a three year pause for 
breath, Ashanti Goldfields of 
Ghana is back on the take- 
over trail with a $135m offer 
for Samax Gold, a Toronto- 

listed company. 

Sam Jonah, Ashanti's 
chief executive, said the deal 
would enable the two compa- 
nies' adjoining properties in 
the Geita district of Tanza-' 
iiia to be developed into one 
of Africa’s biggest gold 
mines, producing about 


400,000 troy ounces a year at 
a low cash cost of $180 an 
ounce. 

T alks about the joint 
development of a Geita mine 
had been proceeding for six 
months and it was now clear 
Ashanti would benefit from 
acquiring all of Samax's 
properties, all of which are 
in Africa, he said. 

Apart from Geita, Ashanti 
was particularly keen on 
Samax's half share in the 
550m Golden Pride mine, the 
first large-scale gold mine in 
Tanzania for 25 years. 


Resolute, an Australian 
company, owns the rest of 
Golden Pride, which is to 
start up in November and 
expected to produce an 
annual 150,000 ounces at a 
cash cost of S210 an 
ounce. 

Ashanti, advised by ODBC 
Wood Gundy, is offering 
C$7 -94 (55.40) a Samax share 
and there will be an alterna- 
tive of a security that can be 
converted into Ashanti 
shares at $7.10, being the 
average closing price of 
Ashanti shares an the New 


York Stock Exchange for the 
20 trading days to August 28. 

Mark Keatley, Ashanti’s 
chief financial officer, said 
the bid represented a 32.5 
per cent premium to the 
average Samax price over 
the same 20 days. 

Samax was formed in 1989 
and listed in Toronto at 
CSA50 in December 1996. The 
shares have touched C$7 
since and were C$5.20 before 
they were suspended on 
Tuesday. 

Adryx Minin g, a private 
vehicle for Switzerland- 


based investors, with 43 per 
cent, will accept unless a 
higher offer materialises. 
Michael Martineau, chief 
executive and one of 
Samax's founders, owns 3-S 
per cent of Samax - worth 
S5.13m under the bid terms. 
Samax is advised by RBC 
Dominion Securities. 

Mr Keatley said Ashanti 
had expected to spend S90m 
on Geita but output could be 
doubled for only an extra 
530m. 

The deal would add 15 per 
cent to Ashanti's gold pro- 


IT success puts CMG on line for good year 


By Christopher Price 


CMG. the Anglo-Dutch 
computer services group, 
yesterday reported a 59 per 
cent rise in half-year pre-tax 
profits and said the buoyant 
state of the European infor- 
mation technology market 
would produce "a strong 
set of results for the full 
year". 

The increase in profits, 
from £15.1m to £24. lm 
(839.8m), ' came against a 38 
per cent rise in turnover to 
£194. lm in the six months to 
June 30. 

The group attributed its 
improved margins - up from 
10.4 to 12 per cent - to cost 
cutting and increased prices. 

Chris Banks, finance direc- 
tor. said the group had been 
able to pass on higher staff 
costs, which were increasing 
at about 10 per cent, to cus- 


tomers. 

Since the start of the year, 
CMG had taken on 1,000 
staff, taking the total to 
6 , 000 . 

In the Benelux countries, 
CMG's biggest market, prof- 
its rose 61 per cent to £21-2m. 
In the UK, they doubled to 
E4m. while in Germany they 
increased 83 per cent to 
£900.000. 

Mr B anks said the group 
had made a strong start in 
setting up its French 
operations. Losses of 
£800,000 had been recorded 
on sales of £2^m, following 
an acquisition earlier this 
year. A further two French 
IT companies had been pur- 
chased since June 30. 

The strongest growth was 
In the trade and industry 
division where revenues rose 
76 per cent. Finance was 
another strong performer. 


Increasing revenues by 54 
per cent. 

Mr Banks said organic 
growth remained the prior- 
ity, but the group would use 
its £30m of cash to fund fur- 
ther acquisitions. These 
were likely to be further 
bolt-on purchases In Its cho- 
sen European markets. 

Earnings per share rose 65 
per cent to 12.2p. The 
interim dividend rises 54 per 
cent to 2p. 

The shares, recovering 
from recent sharp falls, rose 
187‘Ap, or ll per cent, to 
£18.62'/!. 

Analysts said that CMG 
had emerged, along with 
Misys. Sema and Logics, as a 
star of the IT sector, with a 
rating to reflect its status. 
Pre-tax profit forecasts for 
the full-year of £56m (£38. 6m) 
put the shares on a forward 
multiple of 66. 



Cor Stutterfidm, chairman: Ekeiy to use £30m cash to make further bolt-on acquisitions Jason Orton 
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By Jonathan Foid 


Jefferson Smurfit. the Irish 
multinational packaging 
group, cautioned yesterday 
about the impact of foiling 
cardboard prices on earnings 
as it announced a 56 per cent 
increase in interim pre-tax 
profits to I£95m (1132m). 

Dermot Smurfit, deputy 
chairman, warned prices 
were falling because of lower 
Asian demand for US paper 
products following the 
region's financial turmoil. 
"The outlook has become 
more bearish since the end 
of the second quarter," he 
said. ‘‘Prices in the US have 
already come off by 8 per 
cent and things are, if any- 
thing, getting worse." 

The US accounts for just 
27 per cent of Smurfit's prof- 
its. but it is concerned that 
Asia's crisis, allied to the 
unease in Russia, could 
affect demand in Europe, 
where it makes 56 per cent 
of its profits. 

Group Lumover rose by 11 
per cent to l£1.4bn. Profits at 


the European operations 
rose 17 per cent to I£91m on 
sales of I£l.lbn 0£978m). 

In the US, the group bene- 
fited from a turnroimd at 46 
per cent-owned Jefferson 
Smurfit Corporation, the cor- 
rugated-box maker, which 
made profits of $42m (£25m) 
against losses of Slim. 

Although prices and vol- 
umes had since come under 
pressure. Mr Smurfit was 
encouraged by the willing- 
ness of competitors to moth- 
ball spare capacity. 

In May, JSC agreed to 
merge with Stone Container, 
a US rival, to create the larg- 
est US paper packaging 
maker. 

Profits from Latin America 
grew by 21 per cent to I£27m 
on sales of l£23lm (I£191m), 
helped by a strong perfor- 
mance in Mexico. 

From earnings of 6.2p (4pj. 
the group is paying an 
interim dividend of l.8l5p 
(1.65p). Smurfit's shares , 
which have more than 
halved since May. rose 2p 
lM'/.p. 


Psion yesterday unveiled a 
shake-up in its hand-held 
computer range after 
announcing flat half-year 
profits and Ragging sales. 

The company is dropping 
the Sienna personal organ- 
iser, its cheapest product, 
phasing out the Series 3 and 
3A models, and introducing 
a cheaper and more powerful 
version, the Series 3MX, in 
their place. The flagship 
Series 5 range is to be 
extended, with a new “slim- 
line” version to be launched 
next year. 

Psion is hoping the strat- 
egy will help differentiate its 
products from those of its 
growing number of rivals in 


the hand-held computer mar- 
ket, particularly those using 
Microsoft’s rival Windows 
CE operating system. 

The initiative accompan- 
ied a l per cent rise in half- 
year pre-tax profits to £4LLlm 
($6.78m) on sales 16 per cent 
higher at £74.3m. 

Sales of hand-held comput- 
ers declined 11 per cent to 
£37 Dl Sales of the Series 5, 
launched last year, were just 
20,000 a month, well below 
analysts' expectations. 

David- Potter, chairman, 
said the difficulties In the 
group's core market under- 
lined the importance of 
investments in other areas, 
in particular the Symbian 
joint venture. 

News of the venture - 


which teamed Psion with 
Nokia. Ericsson and Moto- 
rola to use its EPOC operat- 
ing system in the next gener- 
ation of hand-held devices - 
more than trebled Psion's 
share price when it was 
announced in July. 

Talks with computer man- 
ufacturers have since led to 
strong interest in licensing 
EPOC, said Mr Potter. He 
was confident that discus- 
sions with Hewlett-Packard 
and Sharp, both users of 
Windows CE, would lead to 
computer groups choosing 
EPOC. 

However, in the US, Hew- 
lett-Packard denied this and 
said it was “firmly commit- 
ted" to Windows CE. 

He also held out the possi- 


bility of further equity 
investors in Symbian, with 
likely contenders including 
Matsushita, the Japanese 
electronics group, and Sun 
Microsystems, the US com- 
puter group. 

Psion's networking divi- 
sion, which provides modem 
cards for personal comput- 
ers. reported sales up 79 per 
cent to £24-7m- Sales of the 
industrial computer business 
increased 28 per cent to 
£11-1 m. 

Mr Potter said a new chief 
executive, was being sought 
to work with him and 
replace Colly Myers, who 
has moved from managing 
director to head Symbian. 

Earnings per share rose 
from 3.55p to 3.7p. 


Head of newspaper dynasty dies 


By John Sapper 
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Jonathan Harms worth, 
managing director of Lon- 
don's Evening Standard 
newspaper, is likely to suc- 
ceed his father Viscount 
Rothennere as controlling 
shareholder and chairman of 
Daily MaQ & General Trust, 
after the latter's sudden 
death. 

The company, controlled 
by the Harmsworth family 
through a majority stake in 
its ordinary voting shares, 
said no formal decision had 
yet been taken following the 
death of Lord Rothennere on 
Monday night 

Lord Rothennere, who 
built up the Daily Mail and 
its other titles in partnership 
with Sir David English, edi- 


tor-in-chief, after succeeding 
his father in 1971, was 
widely seen as the most suc- 
cessful post-war press baron. 

The company, which has a 
market value of £2.4bn 
($3.96bn) as a result of a 
strong rise in its share price 
in the past two years, has 
recently lost two of its five 
executive directors following 
Sir David's death three 
months ago. 

The Harmsworth family 
controls the group through 
its 58 per cent holding in its 
ordinary voting shares, 
which comprise 5 per cent of 
its issued share capital. The 
rest of its equity is held in A 
ordinary non-voting Shares. 

Anthony de Larrinaga, an 
analyst at Panmure Gordon, 
said the likely succession of 


Jonathan Harmsworth high- 
lighted a disparity between 
the level of financial risk the 
family takes, compared with 
its voting control. 

T am sure he will run the 
business in a sensible fash- 
ion just as his father did, but 
ordinary shareholders must 
trust in the competence of a 
single individual who hap- 
pens to have inherited con- 
trol," he said. 

Lord Rothennere, who 
died from a heart attack at 
the age of 73, held 16.3m non- 
voting A shares, worth 
£413m at yesterday's close of 
£24 a share, and Mr Harm- 
sworth has a 5.6 per cent 
stake worth £127m. Roths- 
child Continuation, a family 
trust, holds 58J3 per cent of 
voting shares. 



Lord Rothennere 
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CONTRACTS & TENDERS 


HELLENIC REPUBLIC 
MINISTRY OF DEVELOPMENT 

Request for Proposals 
(RJi*) 

The Ministry of Development hereby invites 
interested parties for an international public tender 
process, with sealed bids (without counter-bids), 
for the tourist development and long-term use, 
development and operation of an area of 1,780 
“Stremmata v (I Stremma = l,000m : ) in the 
district of AFANTOU of the Island of Rhodes. 
The bidding process will be administered by a 
Bidding Committee, set up for this purpose, at the 
offices of the Ministry of Development, at 2 
Amerikis street, 5 * floor, conference room, 
Monday 02/11/1998 from 10:00 to 12:00 hours. 
All interested parties can obtain all die necessary 
information from the following day of this 
publication for “Request For Proposals" from the 
Ministry of Development offices at 2 Amerikis 
street. 6* floor, room 534, Athens, Greece, 
Monday - Friday from 10:00 to 14:00 hours. 

The Minister of Development 
Vasso Papandreou 
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COMMENT 


DMGT 


dilation from early in 2000. 

Ashanti's price remained 
virtually unchanged at $6.75. 
David Bird, analyst at ABN 
Amro said: “The positive 
side is that Ashanti picks up 
some good assets - but at a 
reasonably full price. The 
negative is that it leaves 
Ashanti’s balance sheet a bit 
stretched.” 

Charles Kemot, at Paribas, 
said Ashanti was paying $37 
an ounce for Samax's “gold 
in the ground," whereas the 
market was valuing Ashan- 
ti’s gold at 531.50. 


The death of Lord Rather- : ^ ^ .?. .,* (J 

mere. Daily Mail & General BaSy lfan 

Trust chairman, is a sorry A thaw g ta ' j , • 

blow for the company. It also FiSFAfafeMctor ; :.fc; n yv, X 

comes hard on the heels of — ■■ 

the death of Sir David L 

English, chairman of Associ- 300 # 

ated Newspapers. The two , | ji . 

men were the architects of w 

the storming success of the m Afo^ / 'il 

Rothennere family empire. ; I 

Its flagship, the Daily Mail, isg :- 

now dominates the middle - :/ v 

market for national newspa- lOO ^j ' 

pens, and the company has 
grown from a £30m weakling Ml I 

i to one capitalised at dose to 1888 ; 90 ^ 94 96.. 98 . 
£2_5hn in 20 years. The late smmatLtimnt \~l- 

Lord Rothennere 's business 

talent meant investors were prepared to swallow the compa- 
ny’s odd shareholder structure, with family con trolling the 
voting equity, and market liquidity concentrated in the 
non-voting shares. True, family control has meant It could 
take a long-term view of the business, at times choosing to 
invest heavily in its products rather than push for ever 
higher profit margins. And the market is dearly not con- 
cerned with disenfranchisement. The non-voting stock car- 
ries only a small discount to the voting shares. 

But DMGT should now consider becoming a normal com- 
pany. Past Roth erme res have been enlightened owners. 
Future generations may not be. True, no company amounts 
to one or two men. and the culture of success spreads deep 
within its management. But the principle of one share one 
vote is a very useful bulwark against any change in that 
culture. It may also make it easier to raise equity. DMGT is 
fast outgrowing the corporate shape it started out with. 


Psion 

That Psion needed the big deal it announced this summer 
was underscored by yesterday’s interim numbers. Its palm- 
top may well be beloved of nerds and geeks and its technol-. 
ogy admired. Yet competition at the lower end of its range is 
biting and that will continue despite Psion's new products. 
But the market rightly took a sanguine view of this. Psion's 
future now lies in its joint venture with the titans of the 
mobile phone Industry, Nokia, Ericsson and Motorola. Given 
their marketing clout, this aiiianr^ has a good chance to 
establish the standard operating system for the new genera- 
tion of devices combining mobile phones and palmtops. 
What the venture will need over the next year is the vote of 
confidence from other Industry leaders willing to become, 
licencees. 


NEWS DIGEST 


HOUSEHOLD GOODS 


Asian crisis chips 
Waterford Wedgwood 


Depressed demand from Japanese gift-givers undermined 
an otherwise respectable first half performance at Water- 
ford Wedgwood, the Irish luxury goods company chaired 
by Tony O’RelUy. Pre-tax profits in the six months to Jui .l 
30 fell 12 per cent to l£9m ($12.5m). This was after a 
l£2.5m increase in the interest charge to l£4.7m, follo'ving 
to the acquisition of Rosenthal, the German porcelain 
company. 

■ Mr O'Reilly said the Asian crisis had "moderated the rate 
of growth for 1998" and predicted the setback would be 
“containable'' , given the strong performance at Waterford, 
the crystal division. John Murray Brown in Dublin 


PHARMACEUTICALS 


SkyePharma in US talks 


Skye Pharma, the drug delivery company, is in talks over 
potential product or corporate acquisitions in the US which 
would broaden Its technological base. Ian Gowri e-Smith, 
chairman and chief executive, said yesterday the “radical 
undervaluation" of drug delivery groups had thrown up 
numerous opportunities. Although the group had recently 
raised £22.5m ($37m) through a Nasdaq listing, rt said it 
would fund any purchases by Issuing shares. 

The group also hinted at several development deals, 
which it hoped to announce within the next six months. Mr 
Gowrie-Sm'ith said the company had been strengthened in 
its negotiations by the progress of its new formulation of 
Paxil, Smith Kline Beec ham's blockbuster anti-depressant. . 

Despite reporting a deeper interim loss for the six 
months to June 30, Mr Gowrfe-Smfth said the group was 
on target to be cash-positive in 1999. Research payments 
fell as several products reached the final stage of clinical 
trials at which pharmaceutical partners take over develop- 
ment This pushed interim pre-tax losses to £10.4m 
(£9.1 7m), on sales down from £6. 53m to £4.97m. 
Christopher Swann 


ENGINEERING 


Siebe sells US arm for £137m 


Siebe, the UK's largest quoted engineering group, is sell- 
ing its North Safety Products business to Norcross Safety 
Products of the US for El 36.9m ($225.9m) cash. 

North Safety Products, which employs 2,300 and is 
based in Rhode Island, makes a wide range of personal 
safety and life support products, such as first aid equip-, 
merit and protective clothing. Its full-year pre-tax profit to . 
July 4 was £14.7m on sales of £111.3m. 

Siebe will use the proceeds to pay off short-term US 
debts. Its shares closed up 12%p at 22234p. 

Janette Owen 


PACKAGING & PRINTING 


Photobition expands in US 

Photobition, the media services supplier, is expanding its 
graphics operation In the US with the $50m cash acquisi- 
tion of Katz Digital Technologies, a New York-based digital 
graphics company, it is paying $47m, equivalent to $8.78 . 
a share (including vested options), plus a further $3m to 
holders of unvested share options. Katz made pre-tax . 
profits of $l.9m on sales of $22.1m In the six months to . 
June 30, when it had net assets of $11m. 

Photobition has secured £35m of facilities on a 
long-term basis which it will use to fund the acquisition. Its* 
shares yesterday rose 20p to 207ttp. ^ 


INSURANCE 


Willis Conroon offer unconditional 


The recommended cash offer for Willis Corroon, the insur- 
ance broker, by Kohlberg Kravis Roberts, the US private ■ 
equity firm, through its vehicle Trinity Acquisition has been 
declared unconditional. At 5 pm New York City time on 
September 1, Trinity controlled about 64 per cent of its 
target’s share capital. 
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BUSINESS AND THE EURO 


PORTFOLIO INVESTMENT 


Why eggs will move to many baskets 


The launch of monetary union will allow 
fund managers to invest in equities across 
founder states, writes Jane Martinson 


Institutional investors across 
Europe are approaching the 
launch of the single cur- 
rency on January I as they 
might a cold shower. While 
some inch towards the del- 
uge. others are preparing to 
jump straight in - or have 
already done so. 

But whichever approach is 
adopted, the impact on asset 
allocation is expected to be 
enormous - and it could 
change the flow of funds to 
and from some domestic 
equity markets. 

Morgan Stanley Dean Wit- 
ter. the \JS investment hanv 
has estimated that some 
fl.300bn-wortb of new 
money will now into conti- 
nental European equities as 
a result of portfolio rebalanc- 
ing between now and 2010. 

Such restructuring related 
to economic and monetary 
union started early this year 
and will continue well after 
its launch. According to one 
investment banker, the bil- 
lions of dollars worth of 
shares traded so far is “just 
the tip of the iceberg'’. 

Two main forces are 
behind the rebalancing. 
First, the creation of the 


euro removes the restraints 
of existing legislation In 
member countries which 
restricts non-domestic 
investments for most institu- 
tional investors. The euro 
effectively extends the term 
“domestic" to the n founder 
members of Emu. 

Second. European Inves- 
tors, who have a large pro- 
portion. of their portfolios in 
bonds, are beginning to real- 
ise that they are likely to 
need the higher returns pro- 
vided by equities to meet the 
pensions requirements of an 
ageing population. 

A survey of 100 European 
pension funds with assets 
worth $2,700bn in June, car- 
ried out by Goldman. Sachs 
and Watson Wyatt, the pen- 
sion fund consul tanc y, found 
that 67 per cent of funds 
would reconsider their asset 
allocation because of Emu. 

Investors face three key 
issues when considering 
such a shift: what bench- 
mark indices should they 
adopt to compare their 
funds’ weighting and perfor- 
mance? When should they 
shift their portfolios - before 
January l, immediately 


Time to set a price 
on your products 



Guide to 
the Euro 


Conventional wisdom says 
the arrival of the euro will 
mean prices for a product 
converge across the 
eurozone. Is this so? 

The short answer is yes, but 
not immediately and not 
everywhere. Price 
differences are generally 
larger inside the eurozone 
than in comparable 
economies, such as the US, 
and one would therefore 
expect prices to converge. 
What is not dear is how- 
much price transparency - 
the ability to compare prices 
in the same unit of account 
from next year - win affect 
purchasing behaviour. But it 
seems likely to have a larger 
impact In the consumer 
market than the 
inter-company market 

But single pricing Is not 
sensible. My distribution 
costs vary widely across 
Europe and f face very 
different competition in 
Spain to Germany. 

That is a short-term view. 
Economic and monetary 
union means not just the 
introduction of a single 
currency, it will ultimately 
Involve the creation of a 
single economy, with similar 
cost structures in both Spain 
and Germany. 

How soon will prices 
adjust? 

To the extent they reflect 
different profit margins, one 
would expect harmonisation 
to occur very quickly. But 
the adjustment process win 
be slower to the extent that 
price differentials reflect 
different cost structures, in 
addition, there are costs, - 
such as transport, that may 
never adjust. It may always 
cost more to ship a good to 
northern Finland than to 
Belgium. 

So what should my 
company be doing about 
its pricing policy? 

In most cases Emu 
necessitates having a single 
eurozone pricing strategy in 
place by the end of the year. 
This does not necessarily 
mean single prices 
immediately, but it many 
cases it may da If your 
products are small retail 
Items paid for in cash, you 
could delay single pricing 
until earty 2002, when euro 
banknotes and coins replace 
national denominations. 
Everyone efse must at least . 
address the issue from 
January 1. 

What if my eurozone 
customers want to stick to 
pricing in their national 
currency denominations 
until they disappear In 
2002 ? 

You will have to offer your 
customers the choice of 
paying in national 
denominations. This means 
you need the technical 
abi&ty to handle payments in 
either euros or national 
denominations during the 
transitional period from 1989 
until early 2002. Prices In 
national denominations 
should be calculated using 
the official conversion rates 
from tire euro to a precision 
of six digits. Theca rates will 


be determined on January 1 
next year. 

But I allow country 
managers great flexibility 
to change prices. Do I take 
all freedom from them and 
impose a centralised 
pricing system? 

Basically, yes. In any case, 
once Emu arrives, you might 
want to stop thinking in 
terms of individual countries 
and divide the eurozone into 
more meaningful subunits, 
based on regions, language 
or whatever suits your 
industry. 

I’ve heard talk of "pricing 
corridors”, which leave 
some initiative to local 
managers. What is tiffs? 

You set a central euro price 
and a margin either side, 
and allow your managers to 
charge local rates within the 
corridor. Whether this works 
depends on your business 
and on the degree to which 
your customers, or some 
middlemen, are in a position 
to exploit those differences. 
The greater the degree of 
cross-border activity, the 
smaller your margin for 
manoeuvre. 

Won’t this run my pricsig 
strategy in some 
countries? For example, i 
currently charge DM1.99 
for a certain widget That 
will translate into an odd 
number in euros. I could 
lose market share. , 

Not necessarily, because the 
same problem applies to all 
your competitors. This is i 

less of a problem in 
Germany,' where the D-Mark 
translates at a fairly even 
rate into euros - 
approximately one euro for 
two D-Marks. It is more of a 
problem In France and Italy. 

If you are keen to retain 
price points, you win have to 
judge whether you want to 
round up or down. You may 
also rethink whether price 
points are necessary. 

Could this be an 
opportunity to raise prices 
in some markets? 
it could in theory, but don’t 
bet on it Ask yourself: if it is 
possible to raise prices after 
Emu, why was it not 
possible to do so before? 

I am stilt not convinced I 
need a strategy for 
handling this. What are 
other companies doing? 
Some have made real 
headway, many others have 
not even started. Generally, 
the big European 
multinationals, also some of 
the Americans, have spent 
much time, effort and money 
on preparations for the euro. 
The banks ere best 
prepared. Many industrial 
companies,, such as 
Daimler-Benz and Philips, 
will switch over their entire 
operations - pricing, 
invoicing, payments, and so 
on - to euros from January 
1 next year. Others, such as 
IBM, have chosen a later 
date, but-they win sfin be 
able to handle euro 
payments from next year. If 
your company ® unable to 
handle a payment or an 
invoice in euroe. the 
chances are you win be in 
big trouble, especially if your 
competitors are better 
prepared. 

Wotfaanq Munchau 


afterwards or over a longer 
period? And how can they 
keep down the costs? 

They will also bear in 
mind this month's sharp 
equity market foil and the 
possibility of a severe bear 
market, although many fund 
managers feel this wDl have 
a limited impact on very 
- long-term decisions. 

The diversification possi- 
bilities are directly affected 
by a fund manager’s choice 
of benchmarks, which vary 
in their country weightings. 
The options include the fam- 
ilies of indices managed by 
MSCI, FTSE International 
(part owned by the FT) and 
Dow Jones Stoxx. 

111680 in turn break down 
into indices which track 
eurozone countries only and 
Europe as a whole; and they 
come with a range of constit- 
uents, from just 50 for some 
DJ Stoxx indices - aimed at 
retail investors and deriva- 
tives trading - to many hun- 
dreds for indices designed 
primarily as benchmarks. 

There seems little evi- 
dence of a Europe-wide con- 
sensus on which benchmark 
wiD become the standard or 
the extent to which non-Emu 
countries, such as the UK 
and Switzerland, will be 
included in Investment port- 
folios. 


Chris Jackson, vice-presi- equity markets of the 
dent of the portfolio strate- Netherlands and Ireland 
gies group at Merrill Lynch, could suffer net outflows of 
the US investment bank, $47bn and $6.5bn respec- 
says the jury is out on tlvely as domestic pension 
which, if any, will gain uni- funds allocate more of their 
versa] support. funds to other Emu states. 

He adds that several Euro- (The study excludes the 
pean clients have indicated impact of shifts by retail 
they want to include non- - investors and insurance 
eurozone countries in their funds.) Countries such as 
portfolios “because they Germany, Italy and France, 
don't want to change again where a small percentage of 
in three years’ time” when national funds are held in 
countries such as the UK shares, would enjoy net 
may. join monetary union. gains. 

Jan Mantel, chief invest- According to this study, 
ment officer of European the UK could lose a net 
equities at Dresdner RCM S280bn in equity investment 
Global Investors, tbe fund if It were to join tbe single 
management group, says he currency. UK institutional 
has found roughly equal sup- investors hold more than 50 
port for Emu-only bench- per cent of their portfolios in 
marks and those that domestic equities, 
include the UK. But this may prove an 

But whichever benchmark extreme scenario, since, in 
is chosen, some analysis sug- practice, political and social 
gests that equity markets in factors will mitigate portfo- 
co tin tries where pension lio shifts. Pension fund trust- 
funds have a large propor- ees and national govern- 
tion of their assets in domes- ments are unlikely to 
tic stocks could be hit support an immediate, dra- 

A report by Morgan Stan- matic move away from 
ley and Intersec. the domestic investing, 
research group, claims the Huge shifts will also be 

Business and the Euro 

• This is the first of a regular Thursday page which wiH 
examine the impact of the Euro on business and finance 



ameliorated by a trend 
among investors from alloc- 
ating assets In Europe by 
country to allocation by 
industrial sector. 

Sandy Rattray, head of 
European equity derivatives 
research at Goldman Sachs, 
believes Dutch investors wiD 
remain relatively overweight 
in the Dutch market com- 
pared with European bench- 
marks for some time. 

A consensus appears to be 
building that large compa- 
nies will benefit from new 
fond flows. Mr Rattray ech- 
oes others when he says: “If 
a German fund manager is 
going to buy Spanish stocks 


for the first time he is going 
to buy big names.” 

Once n decision has been 
made, the timing of a port- 
folio shift becomes all impor- 
tant. since it can affect the 
cost of trading and therefore 
the value of the portfolio. 
There appear to be few time 
limits imposed on fund man- 
agers, wbo can choose 
whether to move early or 
wait until the euro is estab- 
lished. 

No one expects a mad dash 
on or around January 1, 
since most institutional 
investors will want to see 
whether computer systems 
can cope with trading in 


euros before taking action. 
At the same time , the Intro- 
duction of the currency is 
expected to exacerbate the 
thin trading volumes normal 
towards the end of the year. 
Investors fear this poor 
liquidity wilt mean volatile 
prices. 

Tom Levy, managing 
director of portfolio trading 
at Morgan Stanley, says: “I 
don't think we are going to 
wake up on New Year's day 
and see that the world has 
changed.” Tbe brave new 
world will take a lot longer 
than that 
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Landeskreditbank Baden - 
Wurttemberg 

IL-BANK 


EURO 500 million 4.625% bonds, 
due 29 July 2005 

Joint Bookrunner 

July 1998 


AJIgemeine Hypothekenbank AG 


Allgemeine Hypothekenbank ag 

Ein Untemchrnch dcr BHW-Gfuppr 

EURO 500 million FRN 
due 21 July 2000 

Sole Bookrunner 

June 1998 


Credit Commercial de France 



CREDIT COMMERCIAL DE FRANCE 

EURO 200 million FRN 
due 8 July 2002 

Joint Bookrunner 

June 1998 


Unibank A/S 

* 7 $ 

Unibank 

EURO 350 million FRN 
due 24 June 2003 

Joint Bookrunner 

June 1998 


Bancaja International Finance 


Landesbank 

Schleswig-Holstein Girozentrale 


C4a de Atoms d* VMoncb. CauaUn y A 

EURO 13D million FRN 
due 1 June 2005 

Sole Bookrunner 

May 1998 


UndMbank 
Sililwwt) H oWbh 
Cmunrtfrie 

EURO 250 million 4.625% bonds 
due 28 May 2002 
Sole Bookrunner 
May 1998 


Finance for Danish Industry A/S 


Kingdom of Spain 


Abbey National 
Treasury Services pic 




EURO 150 million FRN 
due 27 May 2003 

Joint Bookrunner 

April 1998 




EURO 1 billion 6% bonds 
due 31 January 2029 

Joint Bookrunner 

February 1998 
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ECU 300 million 4.5% bonds 
due 3 August 2001 

Sole Bookrunner 

January 1998 


Much has been written about the challenges of dealing with the new Europe Ar Barclays Capital we have alwajfc known what it would take to succeed, if we applied our 
USS-1 ib billion balance sheet, our AA credit rating and our aWrty to devise and execute focused integrated solutions for our clients, then the deals would come through. And 
they have. In toe first six months of 1998. Barclays Capital has lead-managed 93 transactions totalling some US$24.5 Mlion. including ten EURO deals worth EURO 3 6 billion. 
Indeed Barclays Capital was the first bookrunner to launch a 30 year Euro on behalf of a sovereign and toe Hist bookrunner of a EURO FRN. to use EUROIBOR. 

At Barclays Capital we believe in pushing back the frontiers. 


BARCLAYS 
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A SHARPER FOCUS 


CHICAGO FRANKFURT HONG KONG JOHANNESBURG LONDON MADRID MILAN MUMBAI NEW YORK PARIS SINGAPORE TOKYO 

And in (3 ocher cities across the world h«p.V/www.barclayscapital.eom 
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MANAGEMENT & TECHNOLOGY 


INTERVIEW JACK GREENBERG, MCDONALD'S 


A mission to buff up 


the golden arches 


The world’s biggest fast-food chain has lost its way. Now, under 
a new chief executive, it is attempting to recover the vitality it 
displayed in the 1960s, writes Richard Tomkins 


■^^The Big Mac is 30 
P years old this year. 
*'— ■ ^ Next month, 
McDonald's will mark the 
occasion in“the US by re- 
creating some of its old 
advertisements and dressing 
up restaurant employees in 
1960s uniforms. 

If only McDonald's could 
re-create its 1960s vitality, 
too. As it is, the world's big- 
gest East food chain has lost 
its way. In the US, still its 
most important market, prof- 
its have barely changed in 
the last three years. 

"What we need to do is get 
back to our roots, which is 
to drive the growth of this 
business through innova- 
tion," says Jack Greenberg, 
the new chief executive, 
whose mission is to buff up 
the golden arches. 

That may not mean the 
end of the venerable Big 
Mac, which remains 
McDonald's best-selling 
sandwich. But it does mean 
that big changes are looming 
as Mr Greenberg carries out 
his vow to “reinvent" fast 
food. 

Already, no fewer than 
eight new products are being 
test marketed in the US. 
They include the Big Xtra, a 
burger with lettuce and 
tomato; a range of breakfast 
bagel sandwiches, one exam- 
ple containing steak, egg and 
cheese; and fried strips of 
chicken breast, called 
Chicken Selects. 

“If they don't make the 
national menu, that’s not a 


failure," Mr Greenberg says, 
“The failure would be not to 
test them, or to test them 
for five years before you 
decide, which is wbat we 
have traditionally been 
guilty of. 

“We have been taking 
much too long to develop an 
idea and get it to the market, 
then too long to decide 
whether we want to do it or 
not. What we want to do is 
speed up tbat process, and 
we are doing that." 

For many years. 
McDonald's scarcely seemed 
to need new products. The 
company had something 
akin to a fry -it -an d-th ey-will- 
come mentality, increasing 
sales and profits by the sim- 
ple expedient of opening 
ever-larger numbers of 
restaurants. 

But by 1996 things had 
started to go wrong. In the 
US. which still accounts for 
40-45 per cent of operating 
profits, sales growth slowed 
to the point where it was no 
longer keeping up with the 
pace of restaurant openings: 
so sales per store fell, 
hitting profits. 

Alarmingly, McDonald's 
also found itself losing mar- 
ket share to Burger King 
and Wendy's, its two biggest 
rivals, and some ham-fisted 
marketing fumbles did 
nothing to reverse the 
slide. 

Something had to happen, 
and at last, it did. In May. 
McDonald’s announced that 
Mr Greenberg, who had been 


given the task of turning 
around Lhe US business only 
18 months earlier, would 
take over as chief executive 
of the entire company - only 
the fourth in its 43-year 
history. 

In some ways, Mr Green- 
berg, 55, seems an unlikely 
choice for the job. An affable 
ex-accountant, he joined 
McDonald's as chief finan- 
cial officer 16 years ago, and 


‘If you are 
going to grow 
the business in 
the US, you need 
to test the 
elasticity of 
the McDonald’s 
brand’ 


until becoming head of the 
US business in 1996, had 
little operational experience. 

Still, in his short time with 
the US operation, he had 
already made big changes. 
He decentralised the busi- 
ness, splitting it into five 
regional divisions with a 
degree of autonomy; brought 
in new managers from out- 
side; announced a plan to 
change the kitchen equip- 
ment in all the US 
restaurants; and started 


testing new menu items. 

Mr Greenberg explains 
that the new, computerised 
kitchen equipment is the key 
to product innovation 
because it allows employees 
to make food to order 
instead of cooking items in 
batches and leaving them 
sitting under a hot lamp 
until bought. 

Under the old system, 
employees could not make 
many different items 
because of the risk tbat 
some would remain unsold 
for more t h gn the maximum 
permitted 10 minutes. Under 
the “made-for-you" system, 
any n umb er of Items can be 
offered because they are pre- 
pared individually for each 
customer. 

“This new production sys- 
tem makes it much easier 
for you to get orders right 
than wrong. More impor- 
tantly, it gives you the flexi- 
bility to Introduce more 
variety to the menu," Mr 
Greenberg says. 

To >•«!«» an example: the 
Big Xtra sandwich contains 
a beef patty, lettuce and 
tomato. But by omitting the 
lettuce and tomato and 
adding slices of cheese and 
smoked bacon, the sandwich 
can just as easily he turned 
into a Big Bacon Cheese- 
burger, with no effort or 
wastage involved in offering 
the extra choice. 

And this. Mr Greenberg 
says, is just the start. “If you 
are going to grow the busi- 
ness in the US. you need to 
test the elasticity of the 
McDonald's brand, and our 
belief is tbat the way we do 
that is through food and 
food innovation-" 
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INFORMATION TECHNOLOGY DATABASE DESIGN 


Elusive object comes into view 


Object databases 
are poised to enter 
the mainstream 
of computing, 
writes Geoff Naim 


P When the Asian 
currency crisis pro- 
duced record trading 
volumes on the Chicago 
Stock Exchange last Octo- 
ber, traders were living on 
their nerves. But at least 
their trading system coped 
easily. 

That was due partly to the 
installation of a system tbat 
includes an “object data- 
base”. Several small vendors 
have fought for years to 
establish these databases in 
a market dominated by the 
heavyweight “relational” 
database suppliers, such as 
Oracle. International Busi- 
ness Machines and Micro- 
soft. 

Object-oriented technology 
allows large, complex pro- 
grams to be assembled from 
manageable chunks of code 
called “objects", whose in- 
built behaviour efficiently 
and accurately models that 
of the real-world objects they 
represent. 

Formerly of mainly aca- 
demic interest, objects are 
poised to enter the main- 
stream of corporate comput- 
ing. A growing number of 
organisations are finding the 
technology better suited to 
the challenges of building 
complex modern information 
systems than established 
computing technologies. 
“Object technology is a natu- 
ral fit for the financial com- 
munity," says John Kerin, 
rice-president of application 
development at the 

exchange. 

When a Chicago trader 
enters an order on one of the 
110 workstations connected 
to the exchange’s system, an 
“order" object is created and 
automatically routed to an 
electronic order book, where 
it is matched against other 
orders. To store and process 
these real-time order objects, 
the exchange uses an object 
database from US-based 
Versaat. 

Object databases are rela- 
tively rare and many organi- 
sations developing object- 
based software prefer to use 
the more familiar relational 
database technology to store 
their object data. But that 
requires objects to be 
“mapped" on to the simpler 
data structures - tables and 
rows - of a relational data- 
base. 

Mr Kerin believes this is a 
poor solution. He says a 
“pure" object database such 
as the Versant product gives 
better performance for real- 
time trading than adapting a 
relational database. 

Tbat is because the object 
database temporarily stores 
or “caches" the objects rep* 








resenting the trading orders 
in the memory of each client 
workstation for faster 
access. Relational databases 
lack this “client-side cache" 
capability. 

The relational database 
has long been king of the 
database market, which in 
1997 was worth $&6bn world- 
wide. says Dataquest, the 
research firm. The object 
database industry accounted 
for only $150m of the total. 
But growth is faltering and 
analysts partly blame the 
relational vendors’ slowness 
to embrace new trends, such 
as object-based computing 
and the Internet. 

A relational database has 
a rigid two-dimensional view 
of the world and the inter- 
net’s rich mix of data - doc- 
uments, images, audio and 
video clips - cannot be 
stored directly in its tables 
and rows. Vendors have thus 
had to develop “extensions" 


to enable their relational 
databases to handle multi- 
media better. 

In spite of object data- 
bases' advantages. Patrick 
O'Brian, director of product 
development with Object 
Design, a rival to Versant 
admits it was “wishful think , 
ing" to believe that object 
databases would one day 
replace relational technol- 
ogy. Analysts agree. “For 
certain types of applications, 
such as network manage- 
ment. financial applications 
or decision support, object 
databases are the clear win- 
ner," says David Wells, 
senior analyst at Ovum, the 
UK consultancy. “But I do 
not think they will go 
beyond these applications." 

Nevertheless, the object 
database vendors believe 
.they can and hope the inter- 
net will create opportunities. 
Mr O'Brian cites as an exam- 
ple Southwest Airlines, 


which uses Object Design's 
ObjectStore product to offer 
an internet booking service. 
ObjectStore acts as a “front 
end" to the US airline's res- 
ervation system based on a 
relational database. “A lot of 
the time we get involved in a 
project when the relational 
model has failed,” he says. 

The object database indus- 
try got a big boost in Decem- 
ber 1997 when Computer 
Associates launched its Jas- 
mine object database, becom- 
ing the first big software 
company to back the tech- 
nology. CA also sells a rela- 
tional database, Ingres, but 
says the two products apply 
to different markets. “We are 
not saying ‘move everything 
over to Jasmine' as a lot of 
applications still just deal 
with test and numbers,” 
says Ray McGtnley. a UK- 
based consultant for CA. 

The Aberdeen Group, a US 
consultancy, says Jasmine is 


Guide to the jargon 


Relational database: More correctly called 
a relational database management system 
(RDBMS), this stores data In one or more 
tables of rows and columns with each entry 
typically being a number or series of 
characters. RDBMSs are used for 
applications ranging from tracking a 
company’s sales by region to storing patient 
medical records. 

Objects: Self-contained "capsules" of 
program code that allow programs to be 
quickly and easily assembled in the same 
way that hardware components are 
designed as modules to be snapped 
together. 

Object-oriented programming (OOP): The 
development of computer software using 
objects. Enthusiasts say writing a program 


this way should be cheaper and quicker 
than conventional programming, which 
depends on hand crafting a program line by 
line. Objects can also be re-used in other 
projects. 

Object database: An object database 
management system (ODBMS) is a database 
optimised to store data as objects. It is 
argued that object databases are better 
suited to handling the complex data found 
on the internet, Java applets (mini-programs) 
and other software developed using object 
techniques. 

Object-relational database: Depending on 
your point of view, an ORDBMS represents 
either the best of both worlds or a flawed 
compromise between two opposing 
philosophies of information management 


better than relational 
databases at handling inter- 
net applications with com- 
plex data content and inter- 
action. CA says more than 50 
customers are already build- 
ing applications with Jas- 
mine and its arrival has 
given the object database 
industry new respectability. 

It has also forced the rela- 
tional database vendors to 
take objects seriously by 
producing a new generation 
of hybrid “object-relational" 
databases - also known as 
“universal” databases - that 
aims to deliver the best of 
both worlds. For example. 
IBM’s DB 2 Universal Data- 
base has been designed to 
support the popular Java 
object programming lan- 
guage, while Oracle's latest 
Oracles database has an 
"object option”. 

Critics claim, these prod- 
ucts are compromised tech- 
nologically and cannot live 
up to the “universal” claim. 
They note that CA wasted 18 
months trying to add object 
extensions to its Ingres rela- 
tional database before build- 
ing a pure object product - 
Jasmine. 

"We just kept hitting a 
brick wall each time we tried 
to extend Ingres to deal with 
objects," says Mr McGinley. 

According to IDC, the US 
consultancy, putting object 
extensions on a relational 
database is like adding 
global navigation systems to 
horse-drawn carriages. "You 
will have interesting 
enhancements but the wrong 
base vehicle. In the end, it 
will not be the appropriate 
vehicle for the information 
superhighway.” 
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Big changes will not take 
place overnight because that 
would alienate McDonald's 
customers. Mr Greenberg 
says. But in five years, 
McDonald's could be offering 
"almost anything people will 
eat”, provided it is consist- 
ent with McDonald's mode of 
operation. 

Mr Greenberg is reluctant 
to be more specific, perhaps 
because neither he. nor any- 
one else, can yet be sure 
what “reinventing” fast food 


means. But in a notable deci- 
sion a few months ago. 
McDonald’s took a minority 
stake in Chipotle Mexican 
GrilL a chain of upmarket 
Mexican fast food restau- 
rants based in Denver, Colo- 
rado. 

Could Mexican food be the 
way ahead? Mr Greenberg 
says he does not think 
McDonald’s ’will ever serve 
Mexican burritos: but that 
does not mean it might not 
serve a Big Xtra “with salsa 


and oaxaca cheese and what- 
ever else sounds Mexican". 

“There’s a lot of possibili- 
ties." he says. “You don't 
have to mnkp a taco to sell 
food that has a Mexican fla- 
vour to it" 

More intriguingly. Mr 
Greenberg raises the possi- 
bility that If Chipotle Mexi- 
can Grill turns out to have 
sufficient potential, or any 
other suitable format 
emerges, McDonald's will 
consider building it up into 


an entirely new restaurant 
chain operating indepen- 
dently of the original burger 
business. 

“Ninety -nine per cent of 
our effort is on building the 
business under the Golden 
Arches.” he says. “But given 
our competences and our 
resources, 1 think we owe it 
to our shareholders to exper- 
iment with other concepts, 
maybe at different price 
points, and see if we can find 
another global brand.” 
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TECHNOLOGY WORTH WATCHING 


Chin Can 
technology 
may be used 
in space 


Even the relative luxury of a 
Nasa shuttle - by 
space-flight standards, that 
Is - offers few creature 
comforts. Every item must 
justify its weight and power 
consumption, writes John 
Nutting. 

Refrigeration is used only 
where strictly necessary; 
typically for keeping 
laboratory experiment 
samples cool. The crew’s 
cabin is maintained at a 
constant temperature, but 
that is usually a sweaty 
70“F. 

So the offer of a new 
technology that could 
provide cool drinks without 
draining energy reserves 
must have been attractive to 
Nasa engineers. 

The system is a spin-off 
from a development 
programme to produce a 
commercial seif-chilling 
drinks can. Although 
criticised last year because a 
prototype used a so-called 
greenhouse gas, the Chill 
Can design from The Joseph 
Company in California 
contained basic features that 
could be used with a 
number of gases. 

In contrast to the closed 
system used in domestic 
refrigerators, the Chill Can 
uses an “open", or one-way, 
cycle. Gas is compressed 
into a small container 
through a valve. When the 
gas evaporates to the 
atmosphere, it draws heat 
from the drink surrounding 
it 

Engineers at Joseph knew 
that once the pressure 
inside the container equalled 
that of the atmosphere, the 
process slowed, even 
though some of the liquid 
refrigerant remained. But 
inserting a ribbed sleeve 
inside the walls of the 
container encouraged the 
refrigerant to evaporate 
more vigorously than it 
would do otherwise. The 
result is more efficient 
cooling. 

In space, the pressure 
difference between tine 
shuttle cabin and the 
near-vacuum outside should 
provide an almost perfect 
proving ground for the 
Joseph process. The 
company's engineers have 
set up a test rig that 
demonstrates a technique 
for cooling desserts such as 
creams and custards. 

They realised that a 
product of the 
hydrogen-oxygen electrical 
fuel cells that provide power 
for the shuttle was about 2 
tons of pure wafer. Most of 
this is discarded into space, 


where it freezes and 
evaporates, before 
re-entry into the Earth’s 
atmosphere. 

The Joseph process, if 
adopted, would evacuate the 
water through one of the 
company's adapted 
refrigeration systems. 
Joseph’s engineers expect 
this would force the water to 
evaporate in a more 
controlled fashion, effectively 
boiling inside -the shuttle's 
new cooling system before 
the vapour is released, 
cooling whatever is around 
it 

The Joseph Company: 
www.chiNcan.com 


whether the results extend 
beyond the gene studied, 
which confers resistance to 
a particular herbicide. But 
even If the findings are 
restricted to this gene, the 
scientists argue that their 
results are "of broad 
relevance because this 
transgene has been 
introduced into dozens of 
agricultural crops". 
University of Chicago: US, 
tel 7737023855; e-mail 
jbergelsQmidway.'uchicagd. 
edu 
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Escaping 
gene alert 


The debate about the 
ecological risks of 
genetically modified crops is 
likely to be fuelled by 
research that suggests that 
it may be easier for certain 
genes to “escape" from 
genetically engineered crops 
to related weeds than 
previously thought 

Researchers at the 
University of Chicago have 
discovered an unexplained 
increase in promiscuity of 
certain transgenic plants, 
according to a letter in 
today’s Nature, the 
international science 
journal. 

Genes are usually 
considered unlikely to cross 
to other closely related weed 
species if those weeds 
normally setf-fertilise. Yet the 
US scientists found that a 
transgenic form of a 
normally self-fertilising wild 
mustard plant was much 
more likely to breed with 
other plants than expected. 

The results show that 
genetic engineering can 
"substantially" Increase the 
probability that modified or 
added genes can “escape" 
into related species, the 
researchers say. 

Because the underlying 
genetic mechanism Is 
unknown, it is unclear 


A bacterial growth factor 
that plays an important rote 
in the development of 
tuberculosis has been 
discovered by a team of 
scientists in Wales and 
Russia The research could 
provide new approaches for 
dealing with tuberculosis, , 
leprosy and infections 
caused by antiobiotic- 
reslstant bacteria. ; 

As many as one in three 
of the world's population is 
Infected with tuberculosis, 
but the bacteria will normally 
He dormant unless it is 
activated by a decline in an 
individual’s immune system. 
These latent infections are 
difficult to diagnose and 
treat, since most antibiotics 
only act against growing 
bacteria. , 

The latest research, which 
was published in the 
Proceedings of the National 
Academy of Sciences in the 
US, has isolated a protein, 
known as the resuscitation 
promotion factor, which 
activates dormant cells. If - 
scientists were able to block 
the action of the factor, by ' 
targetting its receptor, It • _ 
would be possible to prevent 
dormant bacteria from 
regaining their virulence. 
University of Wales, 
Aberystwyth: UK. tel (0)1970 
621763: e-mail 
akN@aber.ac.uk 
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Space stations are cluttered without refrigeration equipment 
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Firm Wall St helps Europe rally 



^p^oyERyiEw 

By Nfip Coggan, 

RtaebEtfitor 

Stupe's equity markets 
acneved a healthy rally 
aftr Wall Street continued 
its rebound from Monday’s 
SOOpoint decline. 

“here were signs that 
sore investors were bar- 
gah-hunting but few 
bebved they had seen an 
etui to the recent volatility 
in Torld markets, which has 
seei some European bourses 
fall by more than 20 per 
cen. 

Socks shrugged off softer 
boil markets and the recent 

^Enratop^EBraiddc / 


weakness of the dollar 
against the D-Mark, nor- 
mally a depressant for Euro- 
pean share prices. 

The FTSE Eurotop 100 
index jumped 492 points or 2 
per cent to 2^26.43 while the 
broader Eurotop 300 rose 
21.66 to 1,097.15. 

Once again, the core euro 
countries, as represented by 
the FTSE Ebloc 100 index, 
outperformed, thanks to a 
relatively modest perfor- 
mance by the London stock 
market, a significant compo- 
nent of the two Eurotop indi- 
ces. The Ebloc 100 rose 2 JS 
per cent or 22.13 to 91235. 

The best performing sector 
of the day was extractive 


industries, up 53 per cent, 
where Billiton, gained Ecu 
03 to Ecu 1.69 on a buy 
recommendation from a bro- 
ker and hopes it would 
retain its place within the 
FTSE 100 index when the 
constituents are decided 
next week. 

Diversified industrials 
managed a 43 per cent rise 
with the German utility 
RWE a strong performer, up 
Ecu 33 to Ecu 46.75. 

The rebound in US high- 
tech stocks helped the infor- 
mation technology sector 
gam 3 per cen t on the day. 
SAP, up Ecu 20.7 to Ecu 
524.59, received a further lift 
after insider trading charges 


against a board member 
were dropped. 

Financials, battered in 
recent weeks by their expo- 
sure to the Russian crisis, 
managed a further recovery, 
gaining 2 J per cent on the 
day. The Italian banks Cre- 
dlto Italiano, up Ecu 03 to 
Ecu 4-19, and San Paolo, up 
Ecu 0-4 to Sen 12.79, were 
strong performers. 

But some sectors missed 
out on the rally. Alcoholic 
beverages fell 13 per cent, 
with Diageo dropping Ecu 
0.4 to Ecu 932. Distribution 
stocks were also weaker. 

More emo coverage on the 
Business and the Eure page 


CURRENCIES & MONEY 


FT SYNTHETIC EURO RATES 


Unp* 

Ate 

M*ia 

CM Rapedte 

Deamark 

(Hand 

Fiance 

Gsneeny 


Lmntaig 


wmmfr- 


PL? /.rr 

h / 


um 



FTSE Actuaries Share Indices European series] 


Daft ri a nga VMd M adl TaM rein 
% ports ym% ytd £cnj 

+08 1 +21 SB 259 22.15 1126.15 

+139 +4025 231 3X84 90X90 

+2.48 +22.13 221 1X25 9X4.72 


+259 +2950 X19 1954 117153 

♦078 +757 329 28J9 105044 

+152 +1453 352 2352 108840 

+253 +2935 228 1X43 II 8552 


September OB 
HKSa^t ft Renata 
MrtO 

FTSE Eunriop 300 
FTSE Emdnp 100 
FTSE BMC 100 


FTSE EenMp 390 

Eintdec 

IX 

Europe Ex-EtnMoc 
Brew Ex-UK 
FTSE tetap tadt 


Swtertand 
Udtod lOegdoni 
B3J 


Hoag Kong 
Japan 
Swn 
Snore Mnca 


Ctonaef 

COM 

Ctosng 

Hi BOCK 

GKHQB 
a> d» 

Dap 

ai i &f « 

Ctap 
w re 

area 
re % 

ATS 

14864043 

+0JB45 

•030 

-0X013 

-ooi 

B5 

■81-221877 

+08047 

+4un 

-0X1062 

-ODZ 

cat 

3L456659 

-0.7341 

-2J3 

-16B53 

-436 

WK 

7^07233 

-CL0C1 2 

+0-02 

-00064 

-aos 

FM 

6AB1448 

+aoow 

+0JJI 

-OOOI1 

-a 02 

m 

6.700325 

-OJOK 

-DOT 

-00011 

-OP? 

DSI 

1398751 

+4L0007 

+0C3 

-00002 

-001 

GftD 

341809125 

-17148 

-030 

-4*669 

-1.30 

FUF 

34513KI 

tOll&t 

+D.05 

♦4JQ9S 

*1.62 

e> 

L7W71 

+0.0011 

+013 

-0800? 

-009 

m. 

IB73.416ES2 

-05174 

-OSD 

+1.47S9 

+007 

LIFE 

41221877 

+06047 

*001 

-O.OOE 

-002 

M£ 

22S5513 

-0JW6 

-OJC 

+CL001? 

+006 

m 

a 811193 

-OCC22 

-4X26 

-03411 

-086 

FIN 

4.138399 

-0 0707 

-168 

-D0471 

-1.13 

PIT 

204328232 

+00130 

+001 

-D1027 

-aas 

ROL 

1D2S2J5442E 

♦W 0SC5 

+029 

+3473568 

+3.51 

(UB 

14279341 

+08492 

+t33 

+43730 

+44.18 

SKX 

4ai042» 

-ai02i 

-025 

•06477 

+164 

ESP 

169320232 

-0.1343 

-083 

-01494 

-089 

S» 

9J7433S 

-OJ260 

-am 

-0.1347 

-1 46 

Off 

1J46569 

+00023 

+012 

-00177 

-107 

68P 

0.683721 

+00030 

♦043 

+0(079 

+1.17 

ECU 

1.013423 

+00002 

+0JC 

+00015 

+014 

BFB. 

1.343635 

+0DCC2 

+PQ2 

+0 0400 

+3.70 

CAD 

1765627 

-D0012 

-037 

+0.0396 

+220 

MX* 

113M899 

-DJ74S 

-065 

+0.5083 

♦4.68 

USD 

DAtrtca 

1141627 

-00006 

-0.(5 

*00358 

+324 

AUO 

1357320 

-00095 

-048 

+OB289 

+150 

tttD 

8847040 

-00018 

-0 02 

+02790 

+326 

JPY 

157 356193 

+15236 

♦053 

-26S07 

-164 

SSO 

1.988144 

♦0JES4 

+1.34 

+0XC47 

+ 126 

ZAR 

7J923SS 

-0.1263 

-175 

+00371 

+063 


Synthetic Euro gainst the dollar 
Spereuo 



i iz Tl 


Sop 97 1998 

SUER FI5E totanrflRd 

EUROZONE CURRENCY CONVERGENCE 

BftdHji m nv pa ai rA-i aganrl the D-Uan 


miMi 




■ TWEE MOTH BBO HWUBES (LffTU Ewlm potato of 100% 


Unrit. 1 "" ft* 


.> • am* J .**r 

agpiv t^VaV ¥ -< - 

v- ' •- 

• t&p&if+x r ITVfCiW- ■ ----- 

;■ “Kiiis <r.ic . *-*■- Xr -■ 


■ > , , 


Open 

Sea price 

Ctagt 


Lbw 


oct 


85840 

-0.020 




Dec 

96245 

96290 

+0005 

962Tb 

96246 


Hr 

96.440 

96.460 

-0825 

96.475 

96440 


Jib 


96.420 

-0XJ2S 




■ Wff MOUTH BMP flWBWS (IPU Ewlm ports X 100% 

s» CAWS PUIS 

Prtc; Sep Od Nw Doc Sq> • Oct Nov Dec 

900 0 0595 0500 0515 0.160 0505 0.010 0525 

9B1S 0 0285 

Ui* ML Cab 0 fto O (Wtaw dart spaa W. Cate 0 Pi* a 

■ BE EBMmiP 100 INDEX ROOTS (UFFg Ba20 par M fete paH 


BBOPtoCg 787 JO 

Bdncflw kafcatrira S5748 

09. tatogatod 78158 

08, Bgtoaatai ft Prod 830.14 

EBBtAL KPUglBB 102245 

Oontoracflon 91853 

Bufttas Mb& ft HBR38 84255 


Bacnnfc & Bed EoM 
EnBkmdng 

npar^raq ft PdnOoQ 


Ateafc B— apw 
Food Prodaxrs 
Household Eaodt ft Ted* 
HeaBtam 


Skkk FTSE X i raBe na l LSLTbs otta pcs a worse, sjsfteL; •dot w me bra agjjra vano* 
atwr C M on a aa. ctoodttd tq oppt|«g GDP ipB ta Euro ~a m cui ieao fc Tie Esso udi nrf end 
ata hwevy 1 and 0* note rtottl os ee osad as a pnao gott to Its mluc 4 a flts-gceO to Staa 
Brbo GBoener mam Wft Cwrancy mtstmap as Utae UBt 033S4. FKF 02217 ITl. 0 1673. 
NLG 05577. B& OJ388. ESP 05848 E> 00118 PTE 05155. ATS OOTS. FBI OJ187. 


Bond yield cuve 

For cent (Septette- 2 1988) 


Sap 02 

Ftari 

nan 

Uxwi 

roe 

Drif tad 
ibU'i 

Ittek 

W S 

Fonunl 

at* 

F«H3fd 
H rate 

Kt BT 
utp.CEU 

Austria 

703552 

7D3M 

+0 01 

+0 01 

?<cn, 

257 

•DCS 

Brtatun 

206255 

20 6237 

-0.01 

+0 00 

206741 

JS1 

.001 

Fob 

3t353S6 

63522 

-OJb 

-0M 

13b7T 

.157 

•€ E9 

Finland 

304001 

30470 

+D-09 

+11 id 

2dJ2? 

355 

+010 

ketond 

04026^ 

08983 

-I8F1 

-100 

04811 

1 C7 

+215 

te 

990002 

9872C01 

-J127 

-035 

WJ Mild 

482 

• 1.31 


20 €255 

206297 

-Old 

*080 

m 0741 

353 

+081 

llufli nlni-ita 

feanftaacj 

liars 

1 1285 

^JlC 

+0 09 

1.1201 

241 

-C II 

Ponuoal 

107 505 

1028275 

-0.17 

-0 13 

107 5343 

1 u 

+0 £2 

Span 

858722 

M 8137 

-031 

-023 

85.0225 

4 78 

•0 76 

Germanj 

1 


+080 

+nno 


3 52 

•3 DO 


Sam Tlw UM Coacunv Find MK ar Muol nsn ofsenJ by 01 Un 23. tonort ratt'. at 
ndnsqe Rtta » 31'l2rS9 oMpotml ten nskM Gunes; ksrurd Bn W rain ar ffivt tj 
Nil UhukJ cuflanoc rtfs MI M raw > UHrt air a*inwt^ Dmcm erju«] lanrrt o*<=2 
■aosMdfwnEMtoWMnctcstrairbiai’iriO OEM trad mwciJ bc In 111208 l-i 
rawaw or raktptAAon Mm taObhad ESA ironn fang; 


EUROZONE CORPORATE BONDS 




Open 

Sea pries 

Chanpi 

Kgn 

Low 

Eat wl 

Opm fed. 

Sep 

2 S 368 

25260 

+438 

25400 


330 

2523 

Dec 

25400 

25498 

+438 

25408 

25408 

27 ■ 

1473 

Mai 

S 058 

25573 

+438 

25 E 60 

25658 

47 

70 


Iternft Mete 


5 7 10 

Years to oteunty 


GOVERNMENT BOND SPREADS vs ECU 
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DERIVATIVES BACK-OFFICE PLAN IN DOUBT 

CBOT meets 
to reconsider 
CME deal 


By HBdd Tait hi Chicago 

Fresh question marks 
yesterday hong over the 
plan by the Chicago Board of 
Trade and the Chicago Mer- 
cantile Exchange, the two 
big US futures exchanges, to 
pool their important back- 
office clearing facilities, as 
CBOT directors met to con- 
sider a petition from mem- 
bers calling for the deal to be 
reconsidered. 

This is the second time 
this summer that the pro- 
posal - usually tagged "com- 
mon clearing” - has looked 
in Jeopardy. In July, the 
CBOT called a special board 
meeting to consider the deal 
after the CME announced It 
had negotiated an unrelated 
arrangement with Cantor 
Fitzgerald, the US broker- 
dealer, that would give its 
members access to Cantor's 
electronic system for the 
fash us Treasury market 

Although the Cantor-CME 
agreement ostensibly had 
nothing to do with common 
dealing, it incensed some 
CBOT members and direc- 
tors because CBOT is cur- 
rently fighting its own battle 
with Cantor. The US broker- 
deal wants to launch an elec- 
tronic trading system for US 
bond futures, and this 
threatens to snare some of 
the CBOT s business. 

At that stage, Pat Arbor, 
chairman of CBOT, and 
Scott Gordon, his counter- 
part at the CME, threw their 
weight behind the common 
fiimring initiative, and both 
exchanges’ boards agreed by 
large margins to move for- 
ward with the scheme. How- 
ever, this time, some sources 
suggested, opposition at the 


INTERNA TIONAL CAPITAL MARKETS . . 

Equity strength hits prices 


CBOT has been more pro- 
nounced and the vote could 
be a closer call. 

One objection concerns the 
structure and operational 
detail of the clearing organi- 
sation, and the extent to 
which it would even- 
handedly support products 

traded on both exchanges - 

The CME said yesterday 
that, in spite of the work 
that had gone into devising a 
limited liability company 
approach, which it believes 
is more tax-efficient, it had 
sent a letter to CBOT earlier 
this week saying it would 
accept a Board of Trade 
Clearing Corporation struc- 
ture in an effort to keep the 
deal on track. BOTCC is 
owned by member firms. 

Another bone of conten- 
tion is said to be the Cantor 
link, fuelled by talk of a 
broader alliance and more 
discussions between the US 
broker-dealer and the CME. 

The Merc, however, is 
understood to believe it has 
been up-front with CBOT, 

There is also long-standing 
rivalry between the two 
institutions and, despite 
merger overtures this sum- 
mer, they appear to be devel- 
oping different electronic 
trading platforms - with 
CBOT working with the 
German-Swiss Eurex 
exchange, and the CME with 
France's MatiL 

The common clearing pro- 
posal was agreed in outline 
in March. Even then, how- 
ever, It took days of hard 
bargaining before the 
exchanges could come to an 
agreement Its big advantage 
is that it could save millions 
of dollars a year in adminis- 
trative costs. 


i»vhnm 

By Jaremy firwtio London 
and John Labels in New York 

Bond markets lost more of 
their safe-haven allure yes- 
terday as equity markets 
surged higher, with prices 
ending mixed as investors 
took profits and reshuffled 
portfolios. 

The absence of market- 
mnving developments in the 
world's financial trouble 
spots of Russia, Japan and 
Hong Kong added to the sail- 
ing pressure on bands. 

However, analysts 
repeated their mantra of 
recent weeks that the funda- 
mentals remain in place for 
further bond strength. 

"What has driven the mar- 
kets is the rebound in the 
Dow Jones [Industrial Aver- 
age}. I tiiink the equity tur- 
moil has taken the focus 
away from Russia. Japan 
and currencies. But underly- 
ing this there are lots of sup- 
portive factors that will 
drive yields lower,” said Gear- 
laf de VrtJ. bund strategist at 
ABN Amro in Amster dam . 

Th e sell-off in US TREA- 
SURIES continued as the 


equity market rebound 
strengthened following Man- 
day's collapse. 

By early afternoon the 
benchmark 30-year bond was 
down ft to 102ft, yielding 
535B per cent 
Shorter-term issues were 
also lower, with 10-year 
notes off ft to 103ft, yielding 
5.108 per cent, and two-year 
notes down ft to 10CP4. yield- 
ing A991 per cent 
As Treasuries £011 for a 
second day, speculation that 
the Federal Reserve would 
not lower interest rates soon 
also took some of the bid 
foam Treasuries. 

"Unless economic data val- 
idate what the markets told 
us in the past couple of 
weeks, I don't think the Fed 
is going to ease,” said Mar 1 
cello Frustad, senior vice 
president at Daiwa Securi- 
ties in New York. 

He added, however, that 
the Fed could be forced to 
ease if the financial markets 
were hit by a new round of 
turmoil. 

The latest factory orders 
data showed a recovery in 
manufacturing activity. 
Orders for July rose L2 per 
cent, following a 0.3 per cent 


rise In June. On Friday a 
new employment report is 
expected. 

UK GILTS at the short end 
of the yield cum were hit. 
by selling pressure as 
reduced buying interest -in . 
bonds globally prompted 
investors to .refocus their - 
attention on the interest rate - 
debate in the UK. 

' Gilts ■ underperformed 
bunds, with the yi^ spread 
in the cash market over 
bunds widening by 2 basis 
points to 119 points. 

The December 18-year gOt 
future, the new benchmark, 
settled 0:05 points down at 
111.85 In volume of 48,000 
contracts. 

Traders are likely to focus 
on today’s release of pur- 
chasing managers’ services 
figures, which have come 
under scrutiny by monetary 
policy officials at the Bank 
of England for signs of Infla- 
tionary pressure. 

Jeremy Hawkins, chief 
economist at Bank of Amer- 
ica, said the fact that the 
spread over bunds was stiQ 
substantial showed the gilts 
market was still not con- 
vinced Interest rates have 
peaked. : 


Signs 
of life 
emerge in 
new issues 

By Vincent Boland 

Signs of life emerged in the 
new Issues market yesterday 
with a handful of mainly 
Japan-oriented deals, but 
conditions in the secondary 
market remained a disincen- 
tive to any rebound in activ- 
ity, said market participants. 

Adding to the Russian tur- 
moil was further news from 


New international bond issues 


Amowt Coopoa Moa Matrefly Fm 

FnxMa M«#>* 41.8bn 4.10(0) 100.1 

GBCC* 300 (b) 100.015 Mu 2000 0045 

Suadomt LJB(ch* 54 3.70* 10940 Sap 2002 0.70 

Suedwast LBM* 48 4.15* 10040 Sop 2005 090 

SNCF 30 4X0M 10040 Sop 2003 0.82 

Kradtafaar* LuwmbouB 2bn (d) 102.73 Oct 2008 240 


He eiqiected-sezyii^-ftalsL 
to show signs of a slowdown 
in the sector but.said growth 
was still fast enough to stall 
any cbt in interest rates. In 
addition, the short end of the 
yield cdrve was seen as 
expensive with base rates at 
levels. 

GERMAN BUNDS ended 
mixed in moderate-volumes, 
but traders said there was 
still upward momentum in 
bund ftrturos ss 
rolled over from expiring 
September contracts into the 
December benchmark. 

The December . lb-year 
bond future settled 0.05 
points higher at 112L86 in vol- 
ume of . 457,000' contracts 
traded in Frankfurt 
Mr de Vrij, of ABN Amro, 
said Investors were scaling 
back expectations that the 
Bundesbank might raise 
interest rates in Germany 
before it hands over to the 
European Central B ank at 
the start of next year. 

iTiriaad , the German Insti- ■ 
tute for Economic Research, 
tme of die country’s six lead- 
ing think-tanks, said price 
developments and'fhe risk of 
deflation warranted a cut in 
interest rates. . 
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ASSET-BACKED SECURIT IES 

Second UK Student loan 
Scheme attracts interest 

N„M. Rfltttsdiid, wNch is advising the UK government 
Ha second safe bfstuderit loan debtto the private seek 
said yesterday It bad received 17' Offers of Interest from 
potential investors in the 61 bn schenw.inciudfng sot ne 
institutions. ' \ 

Both deals are partof the Student Loan Scheme, 
designed to reduce the burden ohstudent loans on pub 
sector borrowings and transfer risk mawoement to the 
private sector. They Involve issuing bonds backed by st 
dent loan repayments and highlight the growing populai 
of asset-backed bonds - paper based on the collateral 
future Income streams, such as mortg^jes, student loai 
credit card receivables and, most recently, VAT rebates 
. The flTSt tranche of just over El bn ht student loans wt 
sold in March lastyear and placed as bonds by Greenv 
NatWesL The second tranche, expected to be finalised 
February next year, is structured bn almost dm same ws 
The bonds are expected to have a 30-year life and are 
backed by two income streams. The first Is repayment 3 
students of loan principal and interest. The second is a 
government-subsidy making up the difference between 
Interest rate students pay and the spread over Libor bi 
ere of the bond expect Jeremy Grant 


EQUITIES 
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Italian exchange reorganises 

The Italian stock exchange has unveiled a new internal J 
organisational structure to enable ft to respond more r 
quickly to market developments and become more opet 
to alliances. The structure sees the exchange divided In 
six divisions —cash markets, derivatives, marketing, sur 
vefflance, new business and information technology - tc 
develop the. bourse, rationalise the “architecture” of. 
domestic markets, and achieve international alliances. 

"The new organisation win be able to interpret the ma 
ket needs and to increase its liquidity and efficiency,” s 
Massimo Capuano, chief executive of Borsa Itafiana, wf 
runs the Milan markets. The bourse said it wanted to pi 
a role in creating a new pan-European market but officii 
would not comment yesterday on whether It was in talk 
with any other markets about an alliance. Vincent Beta 


Rnri terms, non-aH nbto unless S ta le d. YMd spread (over relevant govansnant bond) st trench auppriad by lead manager. 
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Malaysia with the sacking of 
Anwar Ibrahim, deputy 
prime minis ter and finance 
minister, and a de facto 
devaluation in Colombia. 

That increased nervous- 
ness over the ability of other 
Latin American countries. 


particularly Venezuela, to 
maintain their current 
exchange rate pedicles. 

Traders said secondary 
martlet liquidity was appar- 
ent only in big global bonds, 
with some Investors looking 
for two-way business. 


“There is continued retail 

rafhh'H'ng on the buy Side and 

a trend towards Institutional 
s elling as they unwind posi- 
tions. Volumes are not great 
but there Is two-way busi- 
ness going on." one banker 
said. 


Trading volumes rise in Augu: 

Trading in Ested French derivatives rose 16 per cent In 
August over July's levels, with volumes In Index derivatii 
products, Including the CAC 4G and Dow Jones Stoxx 
indices, up 22.9 per cent, according to Monep, the mon 
markets authority. Vincent Boland 
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By Richard Adams 

After the hectic activity of 
recent days, something of a 
cdw mood returned to for- 
eign exchange markets dur- 
ing- European trading hours 
yesterday. 

“There is not quite the 
same sense of panic we had 
in .the last couple of days, 
it's muc h quieter,” said Paul 
Meggyesi at Deutsche Bank 
in London. 

The US do llar and the 
D-Mark regained more 
ground against the yen. the 
D-Mark making the more 
spectacular gains with a Yi.2 
rise to end trading at Y78.73. 
The dollar strengthened by 
Y1.4, to Y137A. 

The dollar was helped by 
reports that the Federal 
Reserve may not be as keen 
to cut interest rates as some 
th o ug h t on Tuesday. Ernst 
Welteke, a Bundesbank 
council member, weighed in 
with comments that rate 


cuts in Germany or the US 
“would be no sensible step.” 

But news that Colombia 
was making 1 a de facto deval- 
uation took some of the 
shine off the dollar. Hie Col- 
ombian peso opened trading 
sharply lower after its cen- 
tral bank announced the 
introduction of a wider 
exchange rate band. 

The move allows the peso 
top depredate by as much as 
23 per cent over the next 12 
mouths. Mr Meggyesi said 
Colombia's effective devalua- 
tion was a “worrying prece- 
dent” for other South Ameri- 
can currencies. “7 suspect 
this will increase nervous- 
ness about Brazil and Argen- 
tina,” Mr Meggyesi said. 

In Russia, the rouble was 
quoted at 1&9 to the dollar. 
The official rate was 10.84. 

■ POUND IN NEW YORK 

Sqp 1 —latest— - Piw. dose - 
£apot 1.6715 1.0750 

1 rate 1.6688 16721 

3m» 16636 16671 

1 yi 16432 16475 


exchange reorganises 


POUND SPOT FORWARD AGAINST THE POUND 


i Wi&mtm Tfto toTVK f^- ,» 

m?' . ;mv 

f, i|ifrfr*ril »tehr hiltoft *=« :■ 
'■ Utoi^tnw. i«vr^- 
*> w * t 

" ;i iy. n $ m <■ * • : 

.‘Si— * tupuanc. .*»*' t -- 
'*•***? - >r • 


Mt 1W1>: 


SWVATlVtS 


4‘ . 


Sep 2 


. . -C ITlCf^ 

total 


■ —Wtcw 

tkBtsb 



Batata 

. >.•-.* / 


Dcmnili 

i 


FUasd 

. r . 

' ; 1 '-■ 'a - a 

FrarcB 

O Vi •• • 


Genuuy 

Vi- '..I 1 -- 1 r 


Eun 

ktimf 

‘ *- •••• 

: • ■»■' 1r.; eu 

te 

i 


LumtKug 




■ ■ 1 w ' 

- fttl 

Homta 


::s 

FtarteUri 



Spam 



Stadm 



SMtEHtto 


VnccntBalar 

UK 

Ecu 

SORT 

Anutas 

Agnta 

Brad 

Orate 

MeriCS 

ss nse m Km * 

USA 

PkMcMM 


CUBtafl CMngt 
u Wy 


■tote HU 

hfgb knr 


One nafl 

Rate KM 


■ As Eiichi Miyazawa, 
Japan’s finance minister, 
prepares to meet Robert 
Rubin, the US Treasury sec- 
retary, In San Francisco this 
weekend, a compromise deal 
with opposition politicians 
over the fate of Japan's ail- 
ing banking sector may 
strengthen his hand. 

The Komei bloc and the 
Democratic Party both sig- 
nalled that (hey may back 
government plans to inject 
public funds, if foil disclo- 
sure of the banks' financial 
positions were revealed and 
restructuring speeded up. 

If a deal is made to recapi- 
talise the banking system, it 
could quickly signal an end 
to the uncertainty surround- 
ing Japan's recovery and 
spark an appreciation In the 
yen. Paul Chertkow, head of 
global currency strategy at 
the Bank of Tokyo-Mitsubi- 
shl in London, said: “What 
we will see is an important 
precondition for economic 
recovery in Japan. 

“Until the banks start to 
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lend again, whatever degree 
of monetary accommodation 
and interest rates, there 
wont be any real recovery 
in the economy." 

The political deal would 
allow Mr Miyazawa to offer 
positive progress by the Jap- 
anese government to Mr 
Rubin, in exchange for US 
support for the yen. 

“In that environment, 
intervention could prove 


very effective." Mr Chertkow 
said. Sentiment in favour of 
the yen could change “very 
quickly," he said. 

■ Malaysia's decision to end 
offshore trading in the ring- 
git and set a fixed exchange 
rate continued to cause con- 
fusion yesterday. 

Singapore’s foreign 
exc h a n ge market committee 
offered to settle offshore 
ringgit positions at a rate of 
four to the US dollar, com- 
pared to the fixed rate of 
M$3.8 announced yesterday 
by Bank Negara. 

Yesterday, trading in the 
ringgit had slowed to a drib- 
ble as banks worried over 
how to settle previous 
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MONEY RATES 

Sep 2 Ofn 


trades. “No one is touching 
the ringgit. In that respect 
the controls have worked,” 
Reuters news agency quoted 
a Sydney trader as saying. 

The major problem is with 
forward contracts made 
before the controls were 
imposed cm Tuesday, with a 
settlement date after the 
central bank's September 30 
deadline when ringgits held 
off-shore will cease to be 
legal tender. 

■ A front page story in the 
Washington Post yesterday 
helped the dollar’s recovery. 
In it, Janet Yellen. the for- 
mer Federal Reserve gover- 
nor, said there was no reces- 
sion in the making. 

“We’ve had some stock 
market correction here, and 
the market is not irrelevant 
to the performance of the 
economy. But its impact 
should not be overstated in 
light of the very strong fun- 
damentals of the US econ- 
omy." she said. 
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COFFEE WEATHER HITS FLOWER FORMATION 


Brazil’s crop 
may not meet 
expectations 


By Gary Mead 


Expectations of a bumper 
coffee crop for 1998-99 in Bra- 
zil may be disappointed, 
according to official Brazil- 
ian sources, who yesterday 
said the harvest was likely 
to be 10-15 per cent below 
the official Brazilian forecast 
of 33.95m 60kg bags, made in 
July this year. 

Various micro-climatic 
conditions, including irregu- 
lar rainfall, the effects of 
which are only be ginning to 
make themselves felt, have 
meant poor formation of cof- 
fee (lowers in some key 
growing areas, resulting in 
lower quality coffee cherries. 

Brazilian government fore- 
casts have In the past been 
criticised as misleading, but 
official estimates are now 
based on fieldwork research 
conducted by more than 350 
agronomists - officials are 
well aware that their crop 
projections are under an 
international spotlight. 

The last big harvest in 
Brazil was in 1987-88, when 
38m bags were produced. If 
the 1998-99 harvest does turn 
out to be as low as 29m bags 
(15 per cent down on July’s 
official estimate; futures 
markets could respond quite 
bullishly, amid fears of a 
tightening of global supplies. 

Global coffee stocks as a 
percentage of use were down 
to 27.74 per cent in 1997-98, 
from 34.5 per cent in 1996-97 
and 36.54 per cent in 1995-96. 

Demand, meanwhile, con- 
tinues to grow. In 1997 global 
demand probably exceeded 
100m 60kg bags for the first 
time, against 98J*m bags in 
1996 and 96.3m in 1995, 
according to the Interna- 
tional Coffee Organisation. 

Coffee exports across Latin 
and centra] America have 
been reduced substantially 
this year as a result of wide- 


spread drought Mexico's are 
down by 13.4 per cent so Car 
this year. Brazil’s coffee 
exports In July were 1.36m 
bags, (a record month) gen- 
erating receipts of $207.6rtu 
and latest figures from 
Febec. one of the country's 
coffee-producer associations, 
show as many as 1.7m bags 
were exported in August. 

The ICO is itself under 
pressure from Brazil to 
undertake far-reaching 
reforms. On September 21-24 
the ICO meets in Loudon to 
review the international cof- 
fee agreement. Brazil, the 
biggest contributor to ICO 
funds, pays about £500,000 
($839,000) a year for member- 
ship and is likely to ask the 
ICO to introduce three 
reforms: 

• To include private sector 
companies in its member- 
ship. which currently is lim- 
ited to governments: 

• to upgrade and improve 
its statistical database; 

• to increase funding for a 
global coffee consumption 
programme, which will soon 
come to a halt for lack of 
financial support. 

The programme to pro- 
mote consumption is of great 
concern to Brazil and other 
producer nations, as several 
large potential markets, 
such as Russia and China, 
currently consume as little 
as 200 grammes annually per 
capita. Consumption in Bra- 
zil is set to increase from 
12m bags to 15m bags a year 
by 2000. potentially further 
squeezing the market. 

Coffee futures’ trading has 
been relatively quiet in the 
past few months and ana- 
lysts have been expecting 
this to continue; any firmer 
indications that the Brazil 
crop will be substantially 
below earlier estimates will, 
however, provoke a more 
stridently bull market. 


Base metals prices seen as too low 


By Kenneth Gooding, 
Mining Correspondent 


Metal production costs 


Base metals prices are at 
unsustainable low levels, 
with as much as 95 per cent 
of global nickel production 
losing money at present 

About 45 per cent of cop- 
per output is in the same 
boat as is 55 per cent of zinc 
and 60 per cent of alumin- 
ium production, according to 
an analysis by the Merrill 
Lynch investment bank. 

“All the ingredients are 
there for a rapid price turn- 
around. Inventory levels, 
including bidden material, 
are generally very low. And 
current price levels are so 
low that many producers are 
losing money and there will 
be little or no investment in 
new capacity." said Ted 
Arnold, senior vice president 
and metals analyst, in Mer- 
rill’s Commodity Market 
Trends publication. 

The average price needed 
to justify new copper produc- 
tion capacity is about 95 
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cents a pound ($2,094 a 
tonne), he points out. For 
aluminium it Is 75 cents 
($1,653 a tonne). Sot zinc 55 
cents ($1,212) and for nickel 
275 cents ($6,061). 

Last night at the London 
Metal Exchange close prices 
of these metals were 74.4 
cents or $1,640; 64 cents or 
$1,413.5; 47.4 cents or $1,044; 
and 187 cents or $4,130 
respectively. 


The analyst said average 
prices so far this year were 
19 per cent below that 
needed to attract new invest- 
ment in the case of copper. 
16 per cent below for alumin- 
ium. 13 per cent for zinc and 
18 per cent for nickeL 
'This is totally unsustain- 
able in the longer term 
unless you assume that 
there will never, ever be any 
more consumption growth." 


Mr Arnold said be is a 
“bull" of metals but stressed 
that be is not expecting dra- 
matic recoveries next year. 

“What is likely to happen 
is for prices increasingly to 
move sideways over coming 
months with the price bot- 
toms each time proving mod- 
estly higher than the previ- 
ous ones. And the bottoms 
will be above the lows seen 
in July and early August." 


He suggested that at some 
point in the next six to nine 
months investment funds 
will realise metals stocks are 
low and that Asian demand 
is beginning to recover from 
the depressed levels seen in 
1998. Then they might start 
to buy metals again instead 
of selling. 

He said big hedge funds 
tend to build up positions at 
least a year ahead of when 
they expect a strong price 
movement 

“Prices could well rise, as 
they did in 2994, In anticipa- 
tion of the recovery to come. 
When that happens, consum- 
ers will start to scramble for 
more forward cover and sup- 
plies. with the result that 
prices will really start to 
move up." said Mr Arnold. 

By 2000 metals prices are 
likely to be 10 to 15 per cent 
higher than those so for this 
year, he said, indicating 
prices of about 82 cents a 
pound ($1,807 a tonne) for 
copper and 73 cents ($1,609) 
for aluminium. 
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India on track 
for record food 
grains harvest 


By Kunal Bose in Calcutta 


India is on track for record 
food grains production in the 
1998-99 season. Favourable 
weather and a rise in the 
amount of land under crops 
mean the harvest is likely to 
total more than 207m tonnes, 
according to Dr Mangla RaL 
deputy director general of 
the In dian Council of Agri- 
cultural Research. 

That compares with 194m 
tonnes last season and the 
previous record of 199.3m 
tonnes in 1996-97. 

However, the size of the 
harvest still depends on the 
progress of the monsoon this 
month, and the even distri- 
bution of rain in the big 
growing centres. 


Agriculture minis try offi- 
cials are confident of a rise 
in production because 32 of 
the 35 meteorological sub- 
divisions in India have 
received normal or more 
than normal rain. 

Some of the earlier deficit 
areas, such as eastern Mad- 
hya Pradesh, western Orissa 
and parts of Bihar, have also 
seen higher precipitation. 

Improved surveillance 
systems and high day tem- 
peratures mean the crops 
have remained largely tree 
from pests and diseases. 

Rice, the biggest food 
grain crop for the kharif 
(summer monsoon) season, 
has so far been sown over 
28m hectares, up 800,000 
hectares over last season. 



Expected crops win allow the government to maintain large stocks and control prices Tony AncYsws 


A bigger volume of food 
grains is harvested during 
the kharif season than the 
rabi (winter) season. 

Experts say if the mon- 
soon does not falter there 
will be a long winter, which 
will boost the rabi food 
grains production. 

The expected bumper pro- 


duction will allow the gov- 
ernment to maintain a large 
buffer stock and control 
price rises. 

However, in the Indian 
Economic Survey 1997-98 the 
government has warned that 
“yield rates appear to have 
plateaued in major wheat 
and rice growing areas". 


“Eastern Uttar Pradesh, 
Bihar and Orissa should be 
the target areas, where 
higher investment In rural 
infrastructure by way of 
improved water conserva- 
tion and delivery system, 
fertiliser use and credit 
availability should receive 
special focus." 


London Metal Exchange 
warehouse stocks of copper' 
rose 16.150 tonnes to 323*550- 
tonnes yesterday, the largest”: 
one-day increase for over?*': 
year. Traders suggested rit 
was the result of action brfia 
commercial trader who was. 
being squeezed. 

While the rise had Utfie 
impact on the benchmark 
LME three-month price, the 
September-October backwar- 
dation evaporated. Backwar- 
dation occurs when prices 
for immediate delivery are 
higher than those for future 
delivery. At the kerb close, 
three-month copper was . 
unchanged at $1,642 com- 
pared with Tuesday. 

Oil prices softened yester- 
day after tropical storm E^ril 
passed through the main US 
offshore oil producing area 
in the Gulf of Mexico, appar- 
ently without causing any 
significant damage. - ti. 

Brent Blend for Octotinr. 
delivery was quoted at S12S5 
a barrel in late trading <m 
London's International 
Petroleum Exchange, 4 cents 
down on Tuesday's close. 

Yesterday afternoon oil 
companies began sending 
crews back to offshore plat- 
forms that had been evacu- 
ated on Tuesday as the 
storm approached the are£ ~ 

The US government’s Min- 
erals Management Service 
reported that 60 per cent oT 
the Gulfs oil capacity, equiv- 
alent to 658.000 barrels a day 
of output had been shut in 
as a result of the hurricane 
precautions. ■ • 

The markets were alto 
affected by the latest figures 
on US crude and refined 
product stocks. The Ameri- 
can Petroleum Institute 
reported the third consecu- 
tive weekly draw-down id. 
crude inventories, although 
US oil stocks are still 30m 
barrels higher than at this 
time last year. 




i 



COMMODITIES PRICES 


BASE METALS 


LONDON METAL EXCHANGE 

(Men tan AmtgnauM Metal Tracing) 
■ ALUMWUH, 9Z7 PUBTY (S par Bms} 


Precious Metals continued 

■ G0UJ C0MEX (100 Tray oi; Wroy 0Z.1 


GRAINS AND OIL SEEDS 

■ WHEAT LIFE (100 tonnes; E pgr torn*} 


SOFTS 

■ COCOA LFFE |10 tamo; Ofcxmet 


MEAT AND LIVESTOCK 

■ UVE CATTLE CAC (400008W: wns/Ifc) 



CMl 

3 nfts 

Ooto 

(391-2 

1409-10 

Prawn* 

13605-15 

1379-80 

WsMwt 


142071383 

AM Official 

1390-97 

1409-095 

Kert dose 


1414-5 

Optra kfl. 

290H4 


Total 0a*r tanow 

IT 8029 


■ AUMBBUM ALLOY (S PfaBMlN 


Glow 

1185-90 

1210-12 

Ptwtoi* 

1170-75 

1193-95 

HWtlow 


1215/1190 

AM OfSdal 

1790-9! 

121T-1S 

Kerb don 


1215-7 

Open taL 

7.326 


Tan daily tarowr 

1.B14 


■ LEAD IS pertarael 



dote 

5285-7.5 

537-8 

PlMOlS 

523-30 

539-40 



5407530 

AM OTOdal 

525-26 

538-7 

Kerb dose 


536-7 

Open rat 

35.716 


Total dafly tonwer 

5.263 


■ NHXEL (5 per loonel 



Don 

4070-80 

4135-45 

Prawn* 

4085-95 

4150-53 

Uphtew 


522015130 

AM OOfctt 

*115-20 

4100-85 

Kerb don 


5120-X 

Open ns. 

57.028 


Tbm dtfy tamer 

11.531 


■ TW (S par fame) 



dan 

5440-50 

5300-10 

ftwrtoue 

5*55-65 

5320-25 

Upvta 


534075300 

AM ootta 

M30-S5 

5325-30 

tob don 


5320-30 

Open ml 

14.46* 


Total flaiy tame* 

5.489 


■ ZMCi epedal b*/i grade (S per brand 

One 

102-3 

1045-0 

PnPrtom 

102SS65 

1048-85 



UBB /1041 

AM Official 

1021-22 

1043-44 

tteb don 


1044-5 

Pp*n im. 

85.698 


TOW data tamer 

15,180 


■ COPFOL grade A (S per taraa) 


Ckss 

1635-6 

1645-6 

Preww* 

1639-40 

1632-3 

Mgfetanr 


>570163? 

am oncfai 

1647-475 

1649-50 

Kerb don 


16*2-30 

(**n far. 

166.396 


Total My tamer 

87.228 


■ LME AM DfficM I/S nfa: 1JS74 


LME Ckafag US nfa: UNO 


Spot 11695 3 nets 1 £617 G Mbr 18535 9«B® 16470 

■ HKN GRADE COPPEB (C0MEX) 


sen Dll'S 


Op* 

prica elm pa Mtfi Law 

Vot fat 

Sep 74-35 -2J5 

moS 74 JM 

1,849 6.888 

on 74 <0 -lid 

74.ni 74 JO 

39* 2 . fi*6 

Hoy 74.30 -im 

- 

60 1.773 

Dae 7440 -ISO 

75 90 7180 19,240 31.439 

Jn 74 ss -1.40 

- 

55 1038 

M 74.70 -1.45 

- 

25 1.101 



Sett 

Dayfe 



Opal 


Sett 

Day** 




Open 


Sett 

DtaT* 



UP* 


Sell Day* 

Open 


prica c&ange 

High 

tow 

Vd fat 


price clranga Mgti 

LOW 

Vol 

fat 


prin ctunge 

Wflb 

taw 

VM fat 


Price charge Ugh low Vol 

tot 

Sop 

280.3 

♦1 3 

_ 

286.0 

3 

Sep 

70 40 

+0.40 

70.75 

70.75 

22 

182 

Sep 

1046 

+3 

1049 

1042 

423 567 

Oct 

58600-0.700 58675 5850011.363 

40.081 

Del 

281.1 

+1.3 

282.1 

2805 

981 11.606 

No* 

72.10 

+060 

72.40 

72.00 

103 

1047 

Dec 

1081 

*6 

1085 

1076 1617 65.833 

Dec 

60.450-0600 61.100 60-250 4J25 

23637 

Dae 

283.4 

+1J 

2845 

2818 31.424 116.7V 

Jan 

7360 

+U40 

7460 

73.75 

120 

2.127 

Mr 

1107 

+6 

1112 

1103 1658 42.319 

F* 

6UO0-O5OO 62-160 61.650 1.610 

13.188 

Feb 

265J) 

♦1.1 

2865 

283.9 

566 13.821 

Mar 

75.H 

♦0.40 

75.75 

7550 

60 

1J97 

My 

1124 

+6 

1125 

1125 

104 14694 

Apr 

63^75-0.400 63650 63200 805 

5689 

*pr 

286.8 

+1.1 

2875 

28*6 

55 11.211 

May 

7765 

+O.40 

77.75 

7750 

S3 

1.029 

M 

1141 

+6 

1142 

1138 

252 8.570 

Jm 

61.750-0.475 82.150 61.725 Z70 

3.429 

An 

288.6 

+1.1 

2902 

288.8 

132 14992 

Total 





368 

7J29 

s* 

1158 

+6 

1159 

1154 

15 27.115 

Aug 

61.750-0.150 61650 61J50 45 

578 

Total 





34566206604 

■ WHEAT CUT (5.000*1 Rin centaflOb taflheA 


TOW 





3673188671 

Total 

18627 

86691 


■ FLATMUM NYMEX (50 Tray tt; Stay B.I 


Oct 

369.9 

+56 

3715 

366.5 

1216 

9.787 

Jan 

3706 

+S2 

3725 

368.5 

45 

1.164 

Apr 

3716 

♦62 

- 

- 

- 

22 

•M 

3726 

+72 

3655 

3655 

- 

18 

Total 





1,261 

10/91 

■ PALLADAM NYMEX (TOO (toy oz.. Straj os.t 


Sep 

28260 

+1.50 28300 28160 

SB 

365 

Dec 

28000 

♦360 281.00 27865 

130 

22)30 

Mr 

277.50 

♦550 274 00 274.00 

- 

26 

ToW 





IM 

V 21 

■ SN.VBI C0L6X &0O3 Trw K. CHSste* CCt 


Sep 

4776 

♦4.8 

4305 

4756 

1506 

2.344 

Dec 

4840 

♦SO 

4885 

4796 1 5.127 57.944 

Jin 

485.9 

+56 

4860 

486 0 

_ 

39 

Mar 

487.0 

+50 

4916 

4866 

520 

e.675 

May 

4896 

+50 

- 

- 

11 

1522 

Jel 

4916 

♦50 

4345 

4915 

21 

2554 

Terra 





17/70 80/93 

ENERGY 






■ CRUDE OIL KVMEX 11.000 bWTB*. SAtaraO 



Lateai 

Oayfa 




Open 


prica dung* 

KW> 

Law 

Vol 

fat 

Oct 

1357 

-016 

1X78 

1155 80.043 T2Q3K 

NW 

1380 

-0.17 

13.98 

13» 20 037 460QS 

Dec 

14.10 

-0.15 

14J5 

14 09 19^29 69.586 

Jan 

14.40 

-0.12 

14.48 

1437 

4.5*2 37.938 

Feb 

14.62 

-0.14 

14.76 

(460 

2.830 19222 

Mar 

14 87 

-069 

14 89 

14 85 

625 16678 


Sep 

Die 


tay 

M 

Sop 

ToW 


24000 *150 2*1.50 237.50 6551 4.789 

2502S *2-75 25150 25350 21037 71338 

27225 *3)10 27150 77UD0 3*17 24.038 

28225 +2.75 28450 28150 370 4238 

23250 +1.75 29450 291.00 1/B2 11.038 

301.50 +3JW 30150 300 DO 6 352 

34/WI340W 


■ COCOA CSCE 110 tomac Stems) 


■ LEAN H0CS CUE WLdOObr. otnaTsj 


S«P 

Dec 


■ MACE Off BOH to into; centafim tuhtf 


Sep 

Total 


1586 

+16 

1596 

1577 

21 1.242 

Oct 

37.950 +1225 38275 37.150 5548 

15579 

1626 

+7 

1628 

1609 3.044 36,82* 

DOC 

38.050*1/50 38/25 37.125 4/60 

9.741 

1686 

+7 

1666 

1651 

384 17,554 

Feb 

43.350 +1.050 43.850 42X50 1/57 

4/99 

1691 

♦7 

1692 

1686 

88 5,743 

Apr 

45/75 +1.100 45.700 44/50 448 

1,394 

1719 

+7 

1715 

1715 

- 1.765 

Jrai 

54.625 +1.100 54.700 53mo 219 

826 

1746 

+7 

- 

- 

12 1581 

JM 

SSJJSO+OjBSQ 55200 54 200 11 S 

367 





3/04 73/44 

Total 

12/63 

32/07 


S* 

Ok 


Moy 


19125 * 22 S 195-25 18425 15,637 11189 
204.50 *150 207.50 201.75 60,047180,070 
216.75 +150 219.75 214.75 7,388 57,007 
22450 +1.75 22725 22225 1062 20,155 
23050 +1.7S 23175 22850 3,946 27.660 
23725 +250 23925 23525 508 4,641 

91148 314,070 
■ BARLEY LTTE IlOO kmes; £ per tame) 


■ cocoa dean (SOR-ctemei 


■ PORK Banes CME (40O00HB; ttnt3/8S 


Sap 1 Price 

Daey 1286/4 

■ Mjrrts UFE 0 tames; Stem) 


Pint, day 

1391-70 


FK 


Sep 

Total 


Sep 

6BZS 

+1/5 

- 

6 

Km 

®.75 

+055 69.75 69.50 

77 

089 

Jen 

71.75 

+050 7150 7150 

15 

416 

Mr 

73.75 

-080 7350 7150 

- 

60 

May 

74.75 

+050 

- 

23 

Total 



97 

1/04 

■ SOYABEANS CHT (5/00fai Ota cactaCOto Costal) 

Sep 

52525 

*2/5 528/0 522.00 

2711 

$.581 

Ho* 

521.00 

*300 534 75 517/0 38,746 88,912. 

Jan 

53200 

*4.00 535/S 527.75 

4 328 21/82 

Mar 

543/5 

♦4.00 54550 538/0 

2408 14/72 

Hay 

55275 

+5/0 554 25 55000 

935 

5.544 

jra 

56300 

+500 SE600 55850 

1/37 

7/99 


Sep 

1559 

+14 

1660 

1650 

428 

4 068 

Hot 

1619 

+14 

1620 

1610 1/0S 15.801 

Jan 

1564 

+14 

1566 

1558 

424 

4,417 

Mr 

1529 

+19 

1529 

1525 

*3 

2417 

Hay 

1519 

♦ 19 

1535 

1520 

36 

483 

M 

1519 

+19 

1516 

1514 

25 

117 

Total 




2134 Z7Z23 

■ C0FS V CSCE (37,500feK cartsflM 




*8275+1875 *8400 *5400 1419 1*39 

48.325+1950 48200 45.400 135 150 

IteT *8200+1800 41300 *7 000 20 15 

Total 2577 1809 


LONDON TRADED OPTIONS 




.It *. 

iwt- *~ 

l< 7 ' v 

•. - 

IB*-*-*— • 

-. - 

I**"' 


1W--+ 


**«*-=■ - 

*■+ - - - . jn tut 

L 

- -- ” 

-'+n 

• ' 


— — 

% 

V 

hi v 

.. . 1 


tt 

-ir 





•*■—••*—*+** M 




-i-u 




I’ 

j. 


■M 


i 

.< 


Strike price S tome — Cab — 


■Put* — 


S«P 

Ok 


tar 


tai 

Total 


11100 *050 11900 1172S 187 1.192 
11130 -020 1(450 11150 5545 14.773 
109.75 +0.10 1(050 10850 1.146 6,015 
11025 +055 11025 10100 191 1708 
11025 +025 11140 110.00 33 1221 

11125 -0.30 11150 111.00 - 1.434 

7,150 27,423 

OCO) (US eanafpowxft 


■ ALUHHBM 

(99.7%) LME 


1*00. 


oa 

61 

30 


1450 — 


— 12 


Oct 

95 

65 

41 


Jan 

23 

41 

67 


CROSSWORD 

No.9.777 Set by CAPER 


~c 

is?.- 


Total 


508W 141115 


Total 

■ CRUDE oa. Pt (Starred 


131933489536 


M SOYABEAN OK. C8T (60.000**. Canute) 


Sop 1 
Comp. Mr 



Lateai 

Oayfe 



Open 


price ctange Wgb 

Unt 

Vol fat 

Oct 

1253 

-0.06 

12GB 

12 44 18.054 68.460 

NO* 

12.78 

-011 

1232 

12 71 

8,156 33/45 

Doc 

1306 

-0.09 

1316 

1299 

4.796 33.542 

Jen 

1326 

-0.06 

1330 

13 IB 

1.148 29/61 

FeB 

1340 

-0 09 

1350 

1338 

*15 10.732 

Mar 

13/0 

-006 

1260 

135* 

872 10.926 

Total 






■ 1CATWG OA. KYUer [tzoua US gab: c.ttS gMi 


Latnt 

Osya 



Open 


price ctange wgb 

Lorn 

Vol tot 

Oct 

36 65 

-0 41 

27.60 

36.70 27.227 52SS5 

Nov 

38.00 

-0/8 

3850 

3770 

S/91 20087 

Doc 

3025 

-033 

3970 

3915 

2.484 25.733 

Jon 

40.60 

-0/3 

4100 

4040 

958 25633 

Fed 

41.60 

-023 

41/0 

41/5 

507 1696* 

Mar 

4210 

-023 

4145 

41.95 

214 IS.574 


Total 


38558189,734 


■ CAS (BL PE (Stem) 


Sop 

Od 

Km 

Dm 

Jon 

Fob 

Total 


Sod Day** 
price ttartge Ugh 

10875 *050 110.00 
112.25 *050 11175 
11875 *075 117.00 
1182S +025 11*25 
12125 *050 12175 
12175 *075 12800 


Lott 

106.50 

11025 

114.75 

11725 

T2100 

12325 


Opwi 
Vo) fat 

6553 24.731 
7.577 36.522 
3.694 20.299 
2236 *2.4 3* 
476 16039 
407 12584 
23500180551 


Sep 

23 £7 

♦fl/0 

23.77 

23/3 

6/98 

4.761 

Oct 

23*2 

+031 

2389 

23.43 

8/10 26.431 

Dec 

24/9 

+041 

2410 

23.63 11/89 51/02 

Jan 

24 19 

*041 

2*10 

2375 

1.434 

8.554 

Mar 

24.25 

+0.40 

24/2 

2377 

1.711 

10.905 

«ar 

24/1 

♦046 

7420 

23m 

1,165 

4.414 

Tatar 





3 Z 53811 XSS 4 

■ SOT ABEAM MEAL C8T (100 fata; Stem 


Sep 

133/ 

-1.7 

136/ 

1336 

6.383 

9/91 

Oct 

ISIS 

-0.7 

134/ 

131/ 

6i99 26/87 

Dec 

135/ 

-0.3 

137.3 

134 2 13.6ES 63.906 

Jan 

1369 

-0.4 

139/ 

1364 

2/12 

13.012 

Mar 

1*12 

-0/ 

142.7 

740.3 

2/79 

11/63 

MU 

1447 

-03 

1460 

1440 

991 

5.932 

Taira 





33200 127/29 

M potatoes Lift CO tonnes: E per urari 


Ho* 

820 

•20 

- 

_ 

_ 

_ 

Mw 

1185 

+10/ 

- 

- 

- 

— 

Aar 

166 0 

+50 

1665 

1650 

44 

2/48 

May 

176.0 

+5/ 

- 

- 

- 

- 

tCD 

186/ 

+5.0 

— 


- 

— 

Total 





44 

2/48 

■ FRasar KW+tri UFFE (SIQtedex pomQ 


Od 

93S 

+15 

S3S 

930 

25 

471 

Jan 

570 

+20 

960 

SO 

15 

399 

Apr 

985 

♦ 10 

- 

- 

- 

201 

jra 

WO 

+10 

- 

- 

. 

200 

Total 

Close 

Prw 



60 

1/J1 

BR 

917 

317 






.100.70 
- M/0 


15 day average 

■ WWTE SUGAR LETE (50 toms: Stem) 


Pm. ifay 
10105 
9896 


■ COPPBt 

(Grade A) U* Oct 

1500 i*i 

1600 66 

1700 23 

■ COBBsUFFE Sep 


Jan 

6 

30 


Od 

169 


Jan 

28 


105 63 

60 115 


Not Sop Nov 


n/fe — 


Od 

228.6 

♦4/ 

9?an 

223/ 2/94 18/88 

Dec 

2291 

+36 

229 5 

2254 

808 9.514 

Mar 

234/ 

♦4/ 

234/ 

229.0 

611 14/91 

MY 

238/ 

+46 

237.7 

237.7 

90 2/19 


245/ 

*4/ 

245 J) 

244/ 

18 1/94 

Od 

244/ 

+4/ 

2*4/ 

244/ 

28 916 

Total 





3/56 47/16 

■ SUGAR -IV CSCE (112.00008; CSnBteSl 

Oct 

7.70 

*0.32 

7.72 

7X31 VOW 80/04 

Mw 

8.10 

+0/4 

an 

301 3638 55.169 

M«V 

123 

♦0.22 

328 

317 1/33 8/03 

M 

8/7 

♦0/0 

8/3 

325 

88 7.196 

Oct 

843 

*0119 

a*e 

a« 

117 9/63 

Total 




20979187/45 


rife 

rVa 

■ COCOA LFH S«p 

ftfe 


Dec Sec Dec 


nfa 

(Vs 


■ BRBITCH0DEPE 0d Not Od 


■ COTTON NYCE (50.0006* cantata) 


- act 


74.78 +156 7800 7180 757 4293 
7454 *158 7500 7185 9.557 36598 
7428 +1.15 7450 7350 885 1858S 
May 7119 - 74^0 73.40 347 10,040 

■JU 7170 - 7800 74.00 546 8321 

TOOK 11306 *721 

■ PRANCE JUICE HYCE pVHPbK cettaTM 


StV 


JU 

ratal 


115.50 +1.70 115 00 112.70 602 1,315 
11755 +1,10 118.70 1152D 1298 16521 
13X50 +150 12125 U&iO 428 5.812 
(2320 *085 12125 (2125 38 ISIS 
12890 - 12550 12420 52 710 

12835 *050 12850 12750 

2588 27538 


Z1 552 08030 


■ NATURAL GAS B>t |1.(K0 Rems: term per Asm 


PULP AND PAPER 

■ PtftPEX QMUt (USS. 24 air Cry tens) 


PRECIOUS METALS 


■ IAN0M BULLION MARKET 
(Prices wppfed by N M Ratw J rid) 


Sop 11610+0200 126GD 12590 £70 3530 
OCt 14 100 *0 170 14.100 14.050 55 1370 

Total a la n la 


NATURAL EAS fftVEX (lOjOOO mmBZU.. S-'ramBBi! 


GOWlWMI 

S price 

£ equhr 

Sfr equv 


Lotsst Days 



Open 

Dow 

2S0.HKS1.1D 




price change Ditto 

Low 

Vd fat 

Opening 

290 00- 290 V 



Oct 

1665-0(21 

1.805 

1.550 49.433 53*35 

Morning fa 

230/0 

167/56 

404 600 

Now 

1900 -0094 

2.0(0 

(.860 15.170 31.753 

Aflemoai fa 

280 15 

167/85 

403 836 

Dec 

Z165-O09I 

2/W 

2.140 

6.391 32.134 

Pers fag" 

281 00-281 30 



Jan 

2300-0082 

2382 

3/ID 

3 556 30500 

Bay* Loir 

Z7975-2W/5 



M 

2270 -0 072 

2/43 

12 45 

1.991 17/88 

Pimm dose 

^580 27130 



Mar 

2/20 -0.055 

+280 

1190 

1/50 18/12 

Lon Ufa Mas GoM Lanffing Katas OS USS) 

Total 




32,121274/82 

1 raonVi 

— -4.98 6 month? - — 

4/3 






2 manta 4.89 12 montbs — 

..3J4 

■ IBttEADSI BASOLDE 



3 months 

.4.75 



NYMEX (42/00 US gan^fUSfflfisJ 



Sea Hoy’s Open 

price change M0b low Yd fat 

Sep 400.Hr +2D0 400.00 375.00 82 294 
Dec *40.00 -3X5 456.00 44050 135 321 
Total 


VOLUME DATA 

Opm totored and VOUm Us risnm far contracts 
band on COHEX. IfTWEX, GET. NYCE. CAE. CSCE 
sod PE Out QQ era one day tt anas. Volume 4 
Open Herat totals are (or a traded monte. 


reruns data 

AC futons Gbfij appCM br CMS. 


INDICES 

■ Bata (Baa: 1BI931 = 100) 


saw ret 
Spot 


1 raonffl 


2 months 

ammo* 


fiou com 
K rugerrand 
Ifcw Sovereign 


flfWiy u. 
290.74 

(Bctaegut*. 

484/5 


Latest Day's 
price change Mgh 

Law 

Open 
Vat inf 

J.75 S monos 

— 2 20 

Od 

*0/0 -1.16 

41/5 

40.15 13/53 44,300 

3/5 i2monh3 

- -100 

Nm 

40/0 -053 

41.50 

40/0 

5.118 10.121 

//O 


Dec 

4i .jd -am 

4210 

41/5 

2.440 6/99 

S prica 
284-288 

E etpfar. 
170-172 

Jn 

42^ -ass 

4/55 

4255 

706 4.108 

Feb 

4zm 

4280 

42/0 

30 1567 

66-70 

39-11 

Mar 

Total 

44/3 

44.33 

44/3 

12 1 .846 

30432 81,430 


Nuts and seeds Pnces (ram Kankko 
London S per mft. Iranian pistachios 28/ 
30 raw im sheB) naturally opened (remd); 
crop 1997 at $3500 FCA or CFR from Iran. 
Tutfctah hazelnut* 13/16 and 11/13. for 
new crop indication £4,000 CFR. kidlan 
cashews cop 1998 CRT from top ship- 
pers. W320 at 55,750, W240 at 57.150. US 
almonds standard 5 per cent crop 1998 at 
5*.50C Turkish tricots new crop arair- 
able. Sza i a 51550. sna 2 at 52,500. 
- set 4 at 52,400. Turkish sultanas type 9. 
special dean FOB. crop 97 at Si. 100, crop 
98 at 51.075. US sunflower i*otta market 
« 5795 tor second nard goods. 


Sep Z Sep 1 raorA ego 

1502.1 1506.1 1551/ 

■ as Fatrau (Base 1967 = id® 

year ago 

1927.0 

Sep 1 

Aug 31 month ago 

war ago 

196/7 

195/8 


■ 6Sa Spot (Bag 1970 B 10® 


Sep 1 

Aug 31 month ago 

year ago 

139 35 

139.96 141/2 

195.77 

UE WMBBUSE STOCKS (fanes) 


Martin 

-1/75 to 

453.375 

ttjartm aaoy 

to 

nm 

Copper 

+16,150 to 

321/25 

Lead 

+1/25 to 

114/25 

MDOl 

-218 B 

59/04 

Zinc 

-2.150 to 

365.925 

Tin 

*825 to 

8/10 


1200 

- 

15 

1250 — 

- 

55 

1300 

“ 

51 

LONDON SPOT MARKETS 

■ CRUDE on. FOB (per Bam* 

♦or- 

Dotal 

S11.81-1.91x 

-0/0 

Brant Hera K«ed) 

512.06-2.11 

+002 

fram Bend (OcO 

S1M9-2S3 

-a(B5 

N.TJ. 

S1361-163* 

•006 

■ Oft. PRODUCTS NWEpcaipl drituBy Cf (tonne) 

Pioalum SssAm 

SI 45-146 

-1 

Gas 01 

$110-112 

♦as 

Heerv Fud 01 

S56-58 


wm 

SI 09-112 


Jam 

S128-12S 

-4 

Drasel 

S1 19-120 
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■ NATURAL GAS Peneathena) 
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GoU (per my az£ 

S28085 
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Ptafaws (pw tray uJ 

S36000 

*600 

PBSadum (per bey acl 

S28a00 

*900 

Copper 

790c 


Lsaa (US awu 

45/Os 


fra (tecta Lunpu) 

23.1 3r 


Tin (Hew Yak) 

259/ 

-1.00 

Caste 9tn rtghg 

B4l0p 

-0.43* 

Sheep live wdoffi) 

82-75P 

-10.16* 

Pigs (»v* rtgtsjr 

41.47b 

+0/6' 

Lob. day sugar (ran) 

Si 6200 

. 

Ldu day sugar Me) 

S234/0 

40/ 

safer <Eng. cm? 

UBq 


M*fi (US No3 Yeaw) 

eusoo 


Wheat (US Dark north) 

um 


tetter (Sep# 

46O0p 


Rutta (Ocijf 

46/Op 


Rttbw (10. Rss tel) 

294 /Om 

1-10 

CDconn M (pn«§ 

ttaoy 

-IS 

Pahn On (UtayTf 

640/ 


CBpa (Phfi)§ 

S«?/y 

■5,0 

Soyabeas (US) 

147.0y 


Cdfai DnSrtA' index 

67/a 


WMttfB (64s Sum 

300p 
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ACROSS 

1 Point to notices over bars 
<6> 

4 What the Aussies currently 
hold - following 500 runs? 
(6) 

8 Being aloof; I stand out 
before start of trial (7) 

9 Fish - fly ensnares it after 
an hour (7) 

11 Cared for marshal, inani- 
mate. and just a little delir- 
ious (10) 

12 Paints gorillas - but ignor- 
ing the odd bits (4) 

13 Summarise 18 badly (5) 

14 Noticed journalists without 
tool (8) 

IG “Sweet" I shout to the audi- 
tor (3.5) 

18 Setter of this frolic (5) 

20 Bum most of map (4) 

21 Posh pubs - good, trendy, 
places one enters (3,7) 

23 As for chemists (7) 

24 Kinky escorts might wear 
these (7) 

25 Leases out rests .... (6) 

26 — and once again swims 
back for another one (6) 


MV; 



5 Primarily a pest 
in dahlias, say (5) 

6 What, finally, do hogs-ha?|r- 
the potential to make? T 

7 Tabloid run Qu« 
bloomer (9) 

10 Strangely don’t virile < 
go In it to improve? 0 _ 

13 Nijinsky, perhaps, takes- 
care dancing before yaiflf . .y ! 

(9) : \ 

15 Man gets a ring and is-OVg£ , 

the moon (4-1-4) '**•- - 

17 Roasts fish and Frentfc'-. ' • *i 
files finally (7) .. jk. 

19 Eulogised priest gets ~P%- - y, 
moted (T) '•£. . ' 

21 interrogate cook (5) V 

22 Go into part of garden tet 

race (5) V' 

i P ' 

Solution 9.776 . . % ; ‘ ' 
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-r - ■ > — f rumii i ufwa 3 1* 

Wanna 5 Btttn naM cam - Qoqt ® kh rarafa ■ 
lai two * fo xU 


DOWN 

1 Girl from the States ignor- 
ing a male (5) 

2 Enormous blockbuster (7) 

3 Grenade found in the fruit 
bowl (9) 
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Dow 


MARKET REPORT 


By Steve Thompson, 

UK Stock Market Editor 

London's equity market 
delivered a powerful fol- 
low-through to Wall Street's 
strong recovery, with the 
FTSE 100 index recouping 
nearly all of Tuesday's losses 
as part of a global rally. 

The better trend in Lon- 
don bad been anticipated by 
marketmakers late on Tues- 
day as Wall Street was get- 
ting into its stride, prior to 
posting its second biggest- 
ever points gain on the Dow 
Jones Industrial Average. 


’s big gain helps equities to recoup losses 

_ The Dow finished Tuesday advance an hour after Lon- busier session than Tues- pushed up 33.9 or 1.6 per President Yelt 
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The Dow finished Tuesday 
288 points or 3.6 per cent 
higher, regaining more than 
half of Monday's 512-point 
slide, as some of the intense 
heat generated by the Rus- 
sian political and economic 
crises abated. 

Wall Street's rally was 
picked up by most of the 
Asian stock markets and 
continued into Europe, 
where French and German 
stocks posted big gains 
across the board. And there 
was renewed strength on 
Wall Street at the outset of 
trading yesterday, when the 
Dow built on a slow opening 
to show another three-figure 


advance an hour after Lon- 
don dosed its trading books. 

What impressed traders in 
London was the breadth of 
the recovery in domestic 
stock prices. 

There had been concerns 
the rally would be confined 
to the leading stocks, if the 
second-liners and small-caps 
suffered a belated wave of 
selling by private investors 
unable to move as quickly as 
the big institutions. 

In the event, very little 
selling of the smaller stocks 
developed and both the 
junior indices raced ahead in 
line with the FTSE 100. 

At the close of a much 


busier session than Tues- 
day's in terms of shares 
traded, the FTSE 100 was 

66.7 higher at 5.235.8, halting 
a sequence of four losing ses- 
sions that saw the index 
down 4S!L3 or 8.6 per cent At 
its best yesterday, Footsie 
was up 172JS at 5,341.6. 

Even more impressive was 
the performance of the FTSE 
250 index, which raced up 

84.7 or 1.8 per cent to end at 
4,712.0. not far short of the 
day’s 4,7271 best. 

The FTSE SmaliCap. 
although burdened by a 
halving of file share price of 
Maiden Group, the outdoor 
advertising company. 


pushed up 33.9 or 1.6 per 
cent closing at a session 
high of 2,078.8. 

There was additional help 
for UK stocks from the fur- 
ther decline in sterling, 
which saw' the Bank of 
England's trade-weighted 
index ease 0.3 to 105.0, a 

two-day fall of 1.0. 

And rumblings that a cut 
in UK interest rates in the 
not-too-distant future is 
looking more of a possibility 
gave a push to many con- 
sumer stocks, which have 
been damaged by fears of 
recession. 

Supportive comments from 
President Clinton about 




President Yeltsin and a 
report that Kfichi Miyazawa, 
the Japanese finance minis- 
ter, wiQ discuss the potential 
for a reduction in US inter- 
est rates over the weekend 
with Alan Greenspan, chair- 
man of the US Federal 
Reserve, added to the bullish 
mood of markets. 

Turnover at 6pm was 
329.6m shares, with FTSE 
100 stocks accounting for 55 
per cent High-tech stocks, 
given such a hard time in 
the market on Tuesday, 
staged a determined rally, 
providing five out of the top 
10 stocks in the FTSE 250 
index. 
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Hi-techs 
lifted 
by CMG 

COMP^IESREPORT 

By Martin Brice and Joel KQxazo 

Information technology 
stocks bounced oft the lows 
reached on Tuesday. Senti- 
ment in the sector was 
helped by a good perfor- 
mance in IT shares on Wall 
Street and strong results 
from Anglo-Dutch software 
and services group CMG that 
prompted upgrades. 

Shares in CMG recovered 
much more than the ground 
lost in the markdown as 
they closed up 1871k at 
E18.62 1 /:. It unveiled interim 
pre-tax profits up from £15m 
to £2 4m with traders sug- 
gesting that upgrades of 
about 5 per cent for the full 
year were likely. 

Graham Brown, IT analyst 
at Sutherlands, said he had 
increased his forecast for the 
full year from £48. 7m to 
£5 2m. His earnings per share 
forecast of 2gp puts the stock 
on a prospective price/eam- 
ings ratio of 72 times, mak- 
ing them one of the most 
highly rated in the market. 

He bas a “reduce" stance, 
and said: "CMG's markets 
are buoyant and it is trading 
well in those markets so a 
premium rating is deserved. 
But whether the premium 
should he as high as this is a 
moot point." 

The rise of about 11 per 


cent in CMG shares was mir- 
rored by other leading stocks 
in the sector. Serna rose 86 to 
58lp, while Sage gained 102V* 
to £12.40. Footsie stock. 
Misys. was up 198 at £25.02. 
It was one of the worst per- 
formers in the FTSE 100 on 
Tuesday, but yesterday was 
one of the best. 

Elsewhere in high-tech 
stocks, electronic equipment 
group Arm Holdings 
reflected the appetite for 
such shares. It was the best 
MidCap performer as the 
stock rose 140 to £11.05. Com- 
puter groups Acorn and 
Apple hold substantial 
stakes. 

Billiton was the best Foot- 


sie performer ahead of 
results due on Monday as 
investors seemed to take the 
view that the shares were 
likely to escape relegation 
from the blue-chip index. 
They struggled off the 52- 
week low of 9Sttp reached on 
Tuesday to close up 15V4 at 
H4p, still well below the 
year's high of 249Vip. 

Some broking houses are 
said to have told clients the 
FTSE UK indices committee 
meets on Tuesday to decide 
any changes in the composi- 
tion of the index and Billiton 
is expected to try very hard 
to produce a bounce in tbe 
shares on the day of the 
results. 
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STOCK MARKET TRADING DATA 
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International 
financial a&. 


FINANCIAL TIMES 

Information 


news from 


European & Asian 
perspectives. 



NEWS 


If you need to know what's moving 
UK, European and Asian markets, 
you need AFX NEWS, the real-time 
English language newswires that give 
the latest international financial and 
corporate news. With the resources of 
owners and partners, FINANCIAL 
TIMES INFORMATION and 
Agence France-Presse to draw on, 
you know AFX NEWS will always be 
relevant, reliable and right And it’s 
available to you on-line through all 
major market data platforms, 


deliverable across your intranet, 
extranet or other network to your 
PC, NC or workstation through 
Windows, browsers and proprietary 
applications. AFX NEWS has 
reporters across Europe and Asia 
and in other key markets feeding over 
1500 news stories a day direct to your 
system. So, for independent and 
succinct reporting on economic, 
corporate and market news, contact 
AFX NEWS direct or your local 
vendor today. 


FOCUS ON INTERNATIONAL FINANCIAL NEWS 

A JOINT-VENTURE OF FINANCIAL TIMES INFORMATION AND AGENCE FRANCE-PRESSE 

AFX NEWS 1 3-17 EPWORTH STREET, LONDON EC2A 4DL (44) 171 255 2532 
FAX (44) 1 71 490 3007 EMAIL: AFX.SALESeFT.COM AND NEW YORK, USA (212) 306 6734 
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Further weakness in the 
pound against the D-Mark 
benefited engineers, with 
Siebe leading the pack. It 
rose 12% to 222%p after it 
said It had sold Its North 
Safety Products business to 
Norcros Safety Products of 
the US for £137m cash. 

Smiths Industries was up 
30V* at 671p with sentiment 
in the sector helped by bull- 
ish comments from Its chief 
executive. Keith Butler* 
Wheelhouse. He expects to 

see $500m of sales from the 
Eurofighter deal. 

Property stocks were 
enlivened by the news that 
the long-term bears of the 
sector Alan Carter and Mike 
Prew, now at Credit Suisse 
First Boston, have turned 
less cautious on the sector. 

The analysts upgraded 
their sector recommendation 
to “neutral" for the short 
term, although strategically 
they remain long-term bears. 

In a note to clients 
explaining the shift/ the 
C-SFB team said: “Having 
retreated to our target dis- 
count of 15 per cent, sector 
ratings offer defensive mer- 
its. Rental growth is slowing 
but property yields may now 
be underpinned by bonds, 


and there is no credit- 
financed development 
boom." 

The broker favours Ham- 
merson. up 4 at 404 Vip, and 
Burford Holdings, 2 firmer 
at 94p. It took Land Securi- 
ties oft the sell list and the 
shares gained 19% to 890p. 

However, British Land 
remains out of favour with 
CSFB. It advised clients to 
continue selling the stock 
saying the group is “geared 
for growth when rental 
growth is slowing". The 
shares ended up 6% at 532p. 

Cairn board 

The entire board of Cairn 
Energy took advantage of 
the near 6 per cent fall in the 
company's shares amid the 
general market decline on 
Tuesday to buy stock yester- 
day. Eight directors paid 
108p each for a total of 
274,417 shares. 

A further sign of confi- 
dence in the shares' future 
performance came as finance 
director Kevin Hart was 
awarded options with a 
strike price of UOp. above 
the 104'/*p at which they 
closed yesterday, up a 
penny. 

Semi-conductor maker 
BCO Technologies brought 
some rare good news from 
the sector. The stock was up 
a penny at l82‘/*p after it 
said interim turnover had 
almost doubled. 

Investor appetite for sup- 
port-services stocks was 
highlighted by the rise of 35 


facilities management group 
that privatises government- 
owned services. It unveiled a 
pre-tax gain of 20 per cent to 
£12.710. 

Geoff Allum at Henderson 
Crosthwaite said: “There is a 
permanent and accelerating 
structural change in the way 
economies operate and these 
guys are at the forefront of 
it." 

Shares In Cable & Wireless 
Communications rose 10 to 
505p as tbe market appreci- 
ated news that the UK group 
had agreed a 10 year £LSbn 
strategic deal with IBM of 
tbe US. 

Under the terms of the 
deal, IBM wQl provide the 
support required by CWC to 
Improve business efficiency 
and service to customers. 
The partnership will involve 
the transfer of 1.000 staff 
from CWC to IBM Global 
Services, and the creation of 
up to 400 new jobs. 

CWC is 54 per cent owned 
by Cable & Wireless, which 
jumped 25Yi to 594p in trade 
of 9.7m, with the recovery in 
the Hong Kong market said 
to have boosted Interest in 
the stock yesterday. Hong- 
kong Telecom, in which 
Cable & Wireless holds a 
majority stake, is a signifi- 
cant contributor to total 
group profits for the UK 
company. 

In tbe rest of the telecoms. 
Orange, one of the best per- 
forming stocks in the Footsie 
this year, remained in the 
doldrums as profit-taking 
continued and the market 
fretted about the possibility 
thaf Hutchison Whampoa 
might be considering reduc- 
ing its holding in the com- 
pany. The shares lost 28 to 
584'Ap, but those of rival 
mobile phones operator 
Vodafone Group were in 
demand and they closed 7 up 
at 748p. 

Fears that Rank Group 
mig ht to be dropped from 
the FTSE 100 next week saw 
the shares relinquish 15% or 
5.6 per cent to 25Sp, the 


to £12.27% by Serco. the worst Footsie performance. 
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Summer falls give way to autumn hopes 


EMERGING MARKET FOCUS 


WORLD OVERVIEW 


Share prices staged a 
rebound in most parts of the 
globe after Wall Street's 
sturdy recovery on Tuesday, 
writes Philip Coggan. 

The Dow Jones Industrial 
Average had 'gained 288 
points, offsetting more than 
half of Monday's losses, in 
the heaviest volume ever. 

That set a positive tone for 
trading in Asia and Europe 
where investors took the 
chance to put August's 


losses behind them and 
enjoy the rally. And Wall 
Street kept up the momen- 
tum when it opened yester- 
day, with the Dow in posi- 
tive territory throughout the 
New York morning. 

What was not clear was 
whether the rebound was 
any more solid than the pre- 
vious upticks that have 
punctuated the correction, 
which began in mid-July and 
deteriorated after Russia's 
effective devaluation and 
default. 


One bull whose faith has 
not been dented by the Rus- 
sian crisis is Joe Rooney, 
global equity strategist at 
Lehman Brothers. “The mar- 
ket's concerns centre on the 
amount of damage that 
emerging markets can do to 
the global financial system. 
Given that we attach a very 
low risk to a credit-induced 
deep recession, we maintain 
our overweight exposure to 
equities within our global 
balanced funds." he said. 

During some of August's 


worst moments, traders 
expressed the hope that the 
return of senior fund manag- 
ers to their desks In Septem- 
ber would provoke a rally, 
on the basis of improved val- 
uations for equities. 

There was modest encour- 
agement for that school of 
thought yesterday, with 
many European markets up 
by 2-3 per cent and indica- 
tions of a switch back into 
equities from bonds. 

Europe’s strength came 
despite the recent weakness 


of the dollar against the 
D-Mark. Normally, a rising 
dollar is seen as supportive 
for European bourses, 
because of the effect on 
export prospects. 

In Asia, however, the 
recent strength of the yen 
against the dollar is .^en as 
unambiguously positive, as 
it reduces the pressure for 
devaluation in Hong Kong 
and China. 

Indeed, such was the 
region’s sang froid that the 
latest restrictions on free 


markets in Malaysia and 
Hong Kong were shrugged 
off by investors. 

Malaysia even regained 
most of Tuesday's 13 per 
cent loss, which followed the 
imposition of capital con- 
trols, as the government 
fixed the ringgit at 3.8 to the 
dollar. Hie sacking of Anwar 

Ibrahim as ftianw minister 

nam» after the market close. 

Hong Kong was also stron- 
ger after the authorities 
restricted short-selling in 
three leading stocks. 


Bank speculation 
enlivens Tallinn 


High-techs 
keep Dow on 
upward path 


Wall St aids Zurich recovery 


EUROPE 


AMERICAS 

US shares gained ground in 
early trading with strong 
demand for technology 
issues helping to push the 
Dow Jones Industrial Aver- 
age back above 7,900, writes 
John Labate in New York. 

The breadth of the 
Improvement was impres- 
sive with advancing stocks 
ahead of declining ones by 
more than 2 to 1. Investors 
were selective but many of 
the bull market's traditional 
star performers led the mar- 
ket higher. 

By midday, the Dow had 
added 72.60 or 0.9 per cent to 
7.900.03 while the broader 
Standard & Poor's 500 was 
11.89 higher at 1.006.15. The 
morning’s strongest advance 
came in the Nasdaq compos- 
ite. which rose more than 22 
per cent or 35.05 to 1,610.14. 

Among Dow components, 
IBM climbed 34ft or more 
than 4 per cent to 3122% 
after Cable & Wireless of the 
UK said It had reached a 
$3bn outsourcing deal with 
the computer company. 
Travelers were also on the 
mend, up S2ft to $45%. 

Several other financial 
shares were bid higher. 
Chase Manhattan gained 
Sift to $56V» after the bank 
said it would take a 5200m 
charge for the third quarter 
due to its exposure to Rus- 
sian and Aslan markets. 

Brokerage stocks were 
mostly higher, with Charles 
Schwab gaining more than 9 
per cent or 32% to 333%. Leh- 
man Brothers was also up 
more than 9 per cent to 
343ft. Donaldson. Lufkin & 
Jenrette gained 3ft to $32% 
after releasing partial third- 
quarter figures damaged by 
Russian and other global 
markets. 

Northwest Airlines fell 3ft 


to 327MI after the company 
said it bad laid off 27,000 
employees. 

Internet shares roared 
back to life with Ama- 
zon.com up 10 per cent to 
SSSft after it said it had 
reached an expanded agree- 
ment with Yahoo! 

Shares of Yahoo! were up 
12 per cent to $81 after it 
said it would become part of 
the Nasdaq 100 index. 

Retailer stocks were 
mixed. CompUSA gained 10 
per cent to Si4ft after CSFB 
raised its rating to “buy". 
NineWest plunged more 
than 32 per cent to 310ft on 
concerns about upcoming 
quarterly results. 

TORONTO rose strongly in 
early trading as the Cana- 
dian dollar rallied on foreign 
exchanges. 

The banks took their cue 
from the improved currency 
sentiment with strong gains, 
and by noon the 300 compos- 
ite index was tip 139.30 at 
5,677.40. 

Royal Bank of Canada 
gained C$1.35 to C$60.10 and 
Bank of Montreal rose C31-60 
to C$56.40. Bank of Nova 
Scotia improved 20 cents to 
CS25.50. 

Golds were in favour, tak- 
ing comfort from another 
solid day for the bullion 
price. Barrick added 55 cents 
to C$21.10 and Placer Dome 
put on 45 cents at C$13£5. 

Alcan Aluminium 
improved C$1.55 to C$32.50 
and Northern Telecom 
gained 20 cents at C$79 JO. 
Strike action pushed Air 
Canada lower at the opening 
bell, but by midday the 
shares had improved 20 
cents to C$7.10. 

Potash Corp of Saskatch- 
ewan Jumped C$5.10 to C381 
after CS First Boston 
upgraded the stock from 
“buy" to "strong buy". 


Mexico City jumps 7% 


MEXICO CITY, which was 
Closed on Tuesday for the 
president's state-of-the- 
nation address, powered 
back with a 7.5 per cent 
surge in spite of negative 
currency news from Colom- 
bia. At midsession, the 
benchmark IPC index was 
Up 225.16 at 3,217.09 With 
investors Intent on making 
up for lost time. 

SAO PAULO also pushed 
higher. Telebrfis softened 0.7 


per cent to RS88.50 but Petro- 
brfis surged 11.4 per cent to 
R3147 and Eletrobrds 7.7 per 
cent to RS22.60. Ti e Bovespa 
index had gained 157 or 22 
per cent at 7,074 by early 
afternoon. 

CARACAS added 47.46 to 
2,887.58 on the IBC index in 
spite of gathering currency 
clouds following news that 
Colombia had effectively 
devalued by widening the 
trading band on the peso. 


Wall Street's better showing, 
and another round of sh ort 
covering, propelled ZURICH 
3.9 per cent higher after 
recent sharp losses. 

The SMI index climbed 
256.4 to 6,840.9, recovering 
some of the 22 per cent 
decline seen since the mar- 
ket peaked on July 21. 

Financials were at the cen- 
tre of attention as UBS 
picked up SFt3150 or 63 per 
cent to SFr489.50 and CS 
Group SFr8 to SFl249. 

Among insurers, Swiss Re 
shot up SFrl63 to SFT3.323 
after Merrill Lynch upgraded 
the stock and the market 
awaited the release of flrat- 
half results after the close. 

Among other blue chips, 
Novartis was in demand 
after Daniel Vasella, its cMrf 
executive officer, said he 
remained optimistic about 
sales growth In the third 
quarter following a disap- 
pointing performance in the 
first half. Novartis gained 
SFr47 to SFr2 J78, and Roche 
certificates SFr385 to 
SFrl5,265. Morgan Stanley, 
which raised it recommenda- 
tion op European drug 
stocks, reiterated Its positive 
stance on both Swiss groups. 

Clariant, expected today to 
deliver a rise in first-half net 
profits of about 26 per cent, 
rose SFr36 to SFr721. 

ABB, a strong performer 
on Tuesday on speculation 
that investor Martin Ebner 
might be a buyer, put on 
another SFm to SFrl,783. 
Nestte put on SFrl39 to 
SFr2,720 after Tuesday's 
sharp falls. 

PARIS climbed back above 
3,700 on the GAC 40 index to 
close with a gain of 83.38 at 
3,729.67 after another high- 
volume session with 21.4m 
shares changing hands. 

Results news provided 
good support with oil heavy- 
weights pushing higher after 
an upbeat interim trading 
statement from Total, and 
Sanofl surging on half-year 
results well ahead of broker 
expectations. 

Total rose FFr10 to FFr566 
and Elf Aquitaine FFr27 to 
FFr598. Sentiment in the sec- 
tor has also been boosted by 
the rally for international oil 
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prices with Brent Blend, the 
North Sea marker price, 
breaking above $12 a barrel. 

Pharmaceuticals leader 
Sanofl rose FFr35 to FFr890. 
TV group Canal Plus Jumped 
FFr101 or 8 2 per cent to 
FFr1,330 cm an exclusive soc- 
cer broadcasting doai. 

Banks were mixed. BNP 
shed FFr3 to FFr375 and 
Socldtd Generate FFrl to 
FFr1,000. But CCf advanced 
FFr29 to FFr484 and Paribas 
added FFr18 at FFr600. 

Retailers saw selective 
action. Pinault-Printemps 
rose FFr75 to FFr1,044 and 
Carrefour, boosted by acqui- 
sition news, added a further 
FFr230 at FFr3,707. in con- 
trast, Pro modes shed FFr18 
to FFr3 382. 

FRANKFURT rose but the 
Xetra Dax index failed to 
hold on to the key 5,000- 
point level. By the close of 
electronic trade, the index 
was 92.6 higher at 4,948.51, 
off an intra-day 5,013.77. 

SAP was a winner, rising 
DM41 to DM1,034 after a 
Frankfurt prosecutor 
dropped insider trading 
cases against a management 
board member and two other 
employees, agreeing to chari- 
table payments by the three. 

Utilities had a good day 
with RWE up DM7.64 and 
Veba DM5.40 to DM99.40. 

BMW bounced back from 
Tuesday’s losses, up DMG6 to 
DM1,281. VW slipped DM2.50 
to DM13250 after the chair- 
man was reported as saying 
he would encourage liaison 
between the two groups and 
VW could take a stake of 
nearl y 25 p er cent in BMW. 

AMSTERDAM saw inves- 


tors home in on ING and 
Ahold which both surged 
more than 6 per cent to help 
lift the AEX index by 324)2 
to 1,100.26. ING was the pick 
of a strong flnanntal sector, 
jumping FI 7.10 to FI 122. 
Ahold rose FI 150 to FI 61.30 
ahead of what brokers 
expect will be strong interim 
results when the supermar- 
kets leader reports today. 

Philips, weak lately on US 
selling, rebounded FI 6.10 to 
FI 128.60. Pulp price concerns 
continued to haunt KPN 
which fell FI 5.90 or 6.8 per 
cent to FI 81.10. 

MADRID pared early gains 
to close with the general 
index up 23.96 at 755.52. Food 
retailers were among the top 
performers with Continente 
up PtaSOO at Pta4^25 and 
Pryca Pta345 at Pta3,500. 

Tabacalera rose Ptal20 to 
Pta3,070 on plans to float off 
the tobacco giant's distribu- 


tion unit Banks rallied. San- 
tander surged Ptal70 or 6.2 
per cent to Pta2£20 and BBV 
PtafiO to Pta2,060. 

HELSINKI featured a 7.5 
per cent rise in Raisio after 
the food and feeds group 
announced a deal securing 
raw material supplies for its 
cholesterol-cutting Benecol 
margarine, which should 
resolve a long standing pro- 
duction bottleneck. The 
Rasio shares picked up FM5 
to FM71.50 after sharp losses 
over the last fortnight The 
Hex index climbed 152.61 or 
3.7 per cent to 4328-23. 

In BRUSSELS, Systems t, 
the Information technology 
provider, soared 15.6 per 
cent after better-than-expec- 
ted results prompted positive 
ratings reports. The shares 
closed BFr490 higher at 
BFrS,640, off an intra-day 
BFr3,695. The Bel-20 index 
jumped 13230 or 44 per cent 
to 3,250.68, helped by a 
BFr275 rise in KBC to 
BFr2575 in a rebound after 
Tuesday’s faiL 

WAHSAW rocketed 82 per 
cent in a technical rebound 
after losses totalling 27 per 
cent over the previous fort- 
night. The Wig index 
climbed 893.9 to 11,777.8. 

ATHENS rose 52 per cent, 
lifted by strong performance 
in the banking and construc- 
tion sectors. The general 
Index rose 107.78 to 2,200.40. 


Written and edited by Michael 
Morgan, Jeffrey Brown, Peter 
HaO and Paul Grogan 


While the Russian crisis sent 
global stock markets on a 
downward spiral, the 1 Tallinn 
bourse posted strong gains 
last week. The TALSE index 
climbed 10.06 per cent to 
15030 by Friday’s dose. 

The market was kept 
buoyant by strong Interest 
in Han sa bank, the largest 
bank in the Baltic region. 
Hans a bank stock rose as 
Swedbank and Skandina- 
vlska-Ensldlda Banken (SE 
Banken) of Sweden built up 
stakes in the blue-chip stock. 

By Monday. Swedbank had 
increased its holding In Han- 
sabank to 25 per cent from 
10.29 per cent, while SE 
Banken said it had boosted 
its presence to 10 per cent 
from less than one per cent. 

The heavy buying has 
fuelled speculation that 

either hank may be planning 

to enter the local market 
through an alliance with 
Hansabank. Hansabank 
management said last week 
it had discussed a possible 
strategic partnership with 
SE Banken, and the Swedish 
^shopping spree “was driven 
by the intention to maintain 
and develop ties”. 

SE Banken has worked 
With Ffaqsahap lc In the past 
and the Swedish bank’s cor- 
porate finan ce arm Is active 
in the Baltic region. Local 
analysts said one of the two 
Swedish hanks is likely to 
buy out the others’ stake In 
Hansabank. 

The heavy buying of Han- 
sabank stock, which had 
kept the market strong for 
the past two weeks, subsided 
by Tuesday, when the 
TALSE index fell 3.79 per 
cent to 14434. Yesterday file 
Index dosed up 0.52 per cent 
at 145.70. 

The omens for the market 
are not good, however. The 
announcement on Tuesday 
that Forekspank, a small 
corporate bank, was to 
merge with Estonian Invest- 
ment Bank did not capture 
the market’s imagination. 
Earlier, Forekspank's 1.5m 
share issue flopped when it 
was undersubscribed by 



250,000 shares, amidst con- 
cerns about the bank's expo- 
sure to Russia. 

Eesti Pank, the central 
bank, has estimated the 
exposure of Estonian com- 
mercial banks in the Russian 
debt market to be minimal 
at around Ekr45m ($3. 12m). 
However, tbe banks through 
their subsidiaries In Russia 
and Latvia are thought to 
have investments in Russia 
in excess of Ekr330m. 

The export-oriented sector 
of Estonia's economy is 
already bracing itself for a 
foil in demand from the Rus- 
sian market, which accounts 
for 12 per cent of all exports. 

Food processing compa- 
nies are likely to be hit hard* 
est A number of companies 
have already announced 
plans to end sales to Russia 
because they are unsure of 
receiving payment. 

Analysts are talking - of 
“attractive” buying opportu- 
nities should the market foil 
through the floor In the com- 
ing weeks. 

The locals are taking it in 
their stride. “This isn't the 
most attractive place to 
Invest in the world, but we 
cannot separate ourselves 
from our geographical loca- 
tion," said Veikko Maripuu 
at Talinvest Supreme Securi- 
ties. H Sooner or later Oils 
region will be considered 
part of Scandinavia, 1 * he 
added hopeflilly. 


Matej Vlpotnik 


Gold index continues rally 


SOUTH AFRICA 


Shares in Johannesburg 
continued to push higher, 
helped by further strong 
gains for golds, which 
extended their rally to 10 per 
cent in three straight days. 

On broad-based buying. 


the all share index rose 22 
per cent to 4,911.5. Industri- 
als jumped L8 per cent to 
5.808JJ and financials gained 
1.6 per cent to 7,169.3. 

Another good day for the 
bullion price lifted golds and 
the sector index added 1.9 
per cent to 826,6. 


Kuala Lumpur recoups big losses 


ASIA PACIFIC 


Shares in KUALA LUMPUR 
soared as investors scram- 
bled to cover short positions 
after the government 
announced foreign exchange 
controls on Tuesday. 

The composite index, 
down 13.3 per cent the previ- 
ous session, recouped 12.1 
per cent or 31.89 at 294.59. 
one of the largest ever sin- 
gle-day gains. Market vol- 
ume was heavy compared 
with recent sessions at 183m 
shares, valued at M5335m. 

One dealer said there was 
still considerable confusion 
over the government's mea- 
sures. Investors were short- 
covering on the futures so 
they would be able to get out 
of cash. 

The exchange authorities 
said the new controls did not 
impose a one-year morato- 
rium on the sale of shares, 
but proceeds of the sale 
would have to be kept in 
Malaysia for one year. 

TOKYO posted modest 
gains for the third day run- 
ning. but analysts cautioned 
that the advances came amid 
short-selling by investors, 
writes Alexandra Harney in 
Tokyo. 

The Nikkei 225 Average 
edged up 6.99 to 14.376.62 
after trading between 
14,287.16 and 14,589.41. Tbe 
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Topix index of all first- 
section stocks added 8.61 at 
1,118.76. Trading volume was 
up slightly from the previous 
day. but still light at 486m 
shares. 

The banking sector rose 
3.9 per cent. Analysts attri- 
buted the gains to the 
improved outlook for a bill 
to resolve the financial sec- 
tor’s credit problems now 
under debate in parliament 

Sakura Bank, which this 
week announced plans to 
restructure its operations 
and increase its capital with 
Investments from several 
Japanese companies, rose Y8 
to Y282. Sakura was the 
most heavily traded share. 

Long Term Credit Bank of 
Japan, the troubled lending 


institution considered a test 
case for the government's 
response to the banking sec- 
tor's bad loan problems, 
gained Yl to Y51. 

Fuji Bank was up Y27 to 
Y432, and Sumitomo Trust, 
which has been in merger 
talks with LTCB, climbed 
Y25 to Y374. Sanwa Bank 
was up Y40 to Y869. 

Electronics and semicon- 
ductors advanced. Toshiba, 
which earlier In the week 
announced it would transfer 
Us airconditioning division 
to a joint venture with Car- 
rier, the US group, improved 
Y18 to Y539. Hitachi, which 
this week closed a semicon- 
ductor factory in the US. 
gained Y43 to Y760. 

In Osaka, the OSE index 
rose 144 points to 15,443. 

HONG KONG rebounded 
strongly, but finished off its 
highs as short covering 
slowed late in the session. 
Tbe Hang Seng index rock- 
eted more than 8 per cent in 
the first 15 minutes of trade 
to a high of 7,501.38. but pul- 
led back to close 293.20 up on 
the day at 7,355.67. Analysts 
noted that a firmer yen and 
lower local Interbank rates 
also provided support. 

HSBC, Hongkong Telecom 
and China Telecom were all 
marked higher after the 
exchange authorities 
suspended short-selling of 


the stocks until settlement 
backlogs were cleared. 

HSBC rose HK34.50 to 
HK3163. Hongkong Telecom 
added 85 cents to HK314.15 
and China Telecom surged 
HKJ1JJ5 or 1Q.7 per cent to 
HK310.90. 

SYDNEY swung higher, 
helped by strong gains for 
market heavyweights BHP 
and News Corp. 

The All Ordinaries Index 
rose 57.8 to 2,516 in solid 
turnover of A$923m. BHP 
jumped 55 cents or 4.7 per 
cent to ASUL30 and News 
Corp gained 42 cents to 
A310.69. Banking and insur- 
ance group AMP lost 24 
cents to A320.75. 

TAIPEI rose 138.59 to 
6,471.68 on the weighted 
index in modest T$88.6bn 
turnover. There was said to 
be some buying by state- 
owned funds. The electronics 
sector gained 3.1 per cent 
with Acer up TS2.00 at 
TS31.00 and Wlnbond TS1.30 
ahead at TS25.20. 

BANGKOK stood out 
against the broad regional 
recovery, slipping 3.50 or L7 
per cent to 207.59 on the SET 
index. The bank and finance 
sectors fell more than 52 per 
cent in what brokers 
described as mostly techni- 
cal selling. Thai Farmers 
Bank shed Btl to Btl6 in the 
busiest volume. 
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FINANCIAL TIMES REVIEW OF THE AUTOMOTIVE INDUSTRY 


Economic crises in Asia have added 
fuel to consolidation in most areas of 
the industry. Haig Simonian reports 

Link-ups have 
long way to run 


Thursday September 3 1 998 




Matcj'ipi 


Id cars, commercial vehicles 
I and components, one word 
- sums up current thinking: 
'consolidation. Those who 
reckoned the motor industry 
had already been concen- 
trated into a handful of mas- 
sive manufacturers, leaving 
a few obscure regional play- 
ers or specialists to sweep 
up, have been proved wrong. 

On September 18, share- 
holders in Daimler-Benz and 
Chrysler will vote to approve 
the deal which has spurred 
the latest consolidation 
wave. Assuming they give 
the green light, the new 
transatlantic amalg am could 
take shape by November. 

But DaimlerChrysler is 
just the most conspicuous 
example of a broader trend 
in the industry. Whether in 
cars, trucks or parts, consoli- 
dation shows no sign of abat- 
ing. 

Some of the deals have 
been obvious. Few expected 
Rolls-Royce Motor Cars to 
remain part of an ill-defined 
UK engineering group even 
before Vickers’s momentous 
sale decision last November- 
White some may rightly 
question the execution and 
the ultimate splitting of 
Rolls-Royce and Bentley 
between BMW and Volks- 
wagen, the deal has at least 
slotted two more pieces of 
the puzzle Into place. 

As FT Auto went to press, 
South Korea’s overblown 
motor industry was moving 


towards its end-game. The 
realignment of Kla Motors 
and Asia Motors, its com- 
mercial vehicles subsidiary, 
are the inevitable conse- 
quence of collapsing domes- 
tic and regional demand. 
The two brands, together 
once the country's second- 
biggest vehicles group, were 
bound to tumble under the 
weight of diving sales and 
unmanageable debt 

With SsangYong already 
absorbed into Daewoo, the 
latter still discussing unspe- 
cified co-operation with Gen- 
eral Motors and Samsung's 
long-tern vehicle intentions 
as yet unclear, South 
Korea’s motor industry will 
consolidate further. The 
remaining groups should be 
bigger and possibly better 
capitalised, helping them 
ride out the presort and any 
future economic storms. 

Asia’s turmoil has turned 
even some of Japan’s once 
invincible carmakers wob- 
bly. While discussion of 
mergers and -takeovers 
remains publicly taboo, 
insiders at Nissan Motor and 
at Mitsubishi Motor, the two 
weakest players, may be 
questioning their companies’ 
long-term strategies. 

Both groups have 
launched ambitious pro? 
grammes to cut costs, axe 
debt and spruce up their 
models to regain competi- 
tiveness. Both, however, are 
battling against the current. 


Although the drop in domes- 
tic sales may be easing, Nis- 
san and Mitsubishi are sus- 
ceptible to the wider 
slowdown in Asia. In Nis- 
san’s case, matters have 
been exacerbated by a bun- 
gled North America strategy, 
and US sales remain 
depressed. 

But Nissan and Mitsubishi 
are not the only Japanese 
carmakers facing upheaval. 
At Mazda, now being 
increasingly integrated into 
Ford's global product plans, 
the US parent company is 
widely expected to raise its 
stake from its current con- 
trolling 33.4 per cent. 

Many analysts believe 
Ford, flush with cash from 
booming US operations, will 
want to see its heavy invest- 
ments and steady integra- 
tion of Mazda reflected in a 
higher equity stake. Some 
reckon GM may in time seek 
the same at Isuzu. the Japa- 
nese vehicles and diesel 
engines specialist it controls. 

With Toyota and Honda in 
strong shape, ' that leaves 
Suzuki and Subaru under 
the microscope. The found- 
er's dominance at Suzuki 
has in the past deflected 
debate about what comes 
□ext But famil y succession 
cannot be taken for granted. 

At Subaru, success making 
niche products does not 
guarantee a bright future in 
increasingly taxing circum- 
stances. 



While the trend towards 
concentration in cars has 
been driven mainly by 
macroeconmic events, 
changes in commercial 
vehicles are being steered 
predominantly by one indi- 
vidual. Truckmakers have 
been transfixed by the ambi- 
tions of Ferdinand Pidch, the 
autocratic VW chairman, to 
break into the heavy com- 
mercial vehicles market. 

Coming from almost any- 
one else, such ideas might 
have been dismissed. But Mr 
Pitch's track record In trans- 
forming his group - result- 
ing in the long leash be has 
now been given by VWs 
supervisory board - means 
such ambitions must be 
taken seriously. 

According to Mr PiSch, a 
truck operation is essential 


to a big carmaker's financial 
stability by offsetting the 
regular cyclical swings in 
the consumer-driven car 
market with the balancing 
cycle of truck demand. 

Some question that logic. 
Certain carmakers, notably 
BMW, have flourished with- 
out ever dirtying their hands 
with commercial vehicles. 
Privately, a few observers 
wonder whether Mr Piecb's 
ultimate ambition is to chal- 
lenge Daimler-Benz: VW’s 
bungled purchase of Roll- 
Royce Motor Cars has added 
weight to such sceptics. But 
others, including, it seems, 
VW's supervisory board, 
seem willing to give the pow- 
erful Mr Piech the benefit of 
the doubt. 

Whatever his motives, Mr 
PiSch’s shadow is now lying 


over the truck industry, and 
bis even pronouncement is 
being dissected for potential 
clues as to his intentions. 

The fervid speculation has 
been heightened by the pau- 
city of truckmakers avail- 
able. Recent months have 
seen frenzied consolidation: 
Paccar has continued 
expanding into Europe by- 
buying Leyland Trucks to 
complement Daf and Foden. 
Earlier. Western Star of Can- 
ada snapped up ERF. And in 
vans. LDV has settled its 
future - at least in the 
medium term - by selling a 
strategic stake to Daewoo. 
And now Henlys and May- 
flower of the UK are locked 
in a battle for control of Den- 
nis. the chassis and utility 
vehicles specialist 

The most convincing alli- 


ance for VW would be with 
Renault VI. That would give 
the French group the north 
European - especially Ger- 
man - distribution it desper- 
ately needs. A link with VW 
would also provide extra 
engineering talent and. by 
combining Renault’s US 
Mack Trucks subsidiary 
with VW’s existing Brazilian 
trucks arm, could even cre- 
ate something of a new 
global player. 

Renault’s decision in May 
to join forces with Ivevo in 
buses and coaches has been 
seen as indicating a greater 
openness in Paris to new 
partnerships. But Renault 
managers assert they will 
remain independent in 
trucks. With the French gov- 
ernment still holding more 
than 40 per cent of Renault’s 


shares, anything else is prob- 
ably out of the question 
politically. 

Hi‘iicl- the speculation - 
regularly fuelled by VW - 
that other manuku'ttitvrs are 
in iLs sights. The prime focus 
bus been on Scandinavia: 
Scania would make a good 
fit - and may eveu be avail- 
able to a neh enough buyer 
given the stated Intention of 
Investor, its majority share- 
holder. tn reduce its expo- 
sure to heavy industry. 

Volvo is the other, much 
less realistic, possibility. VW 
may have been put off 
Scania because of the likely 
price - estimated by some 
analysts at about $abn. 
Volvo would cost at least 
double and would be much 
innrr difficult tn integrate, 
because of its cars side. But. 
as one of the few quoted 
vehicle groups in Europe 
without a dominant share- 
holder. it remains vulnerable 
to a predator with deep 
enough pockets to risk a hos- 
tile bid. 

While unlikely in cars and 
trucks, hostile transactions 
have been more evident in 
components - although not 
always successfully. May’s 
Subn attempt by SPX to 
acquire Echlin. the US brak- 
ing and aftermarket parts 
specialist, foundered after 
the target agreed to bo 
bought by Dana Instead. 

Since then, the pace of 
restructuring among big 
parts makers has escalated. 

ITT Industries has sold its 
brake and electrical activi- 
ties for a combined S3.6bn; 
Cooper Industries has 
divested Its two automotive 
divisions for $1.9bn; while 
others have struck smaller 
deals. 

With hundreds of smaller 
specialists and regional 
names still independent, 
restructuring in components 
has some way to ran. But 
even In cars and trucks, 
where the choices are far 
fewer, the game, it seems, is 
far from over. 
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People 


Merc’s man 


on the long 
shuttle . . . 


Haig Simonian catches up with 
Kurt Lauk, commercial vehicles 
chief and extraordinary commuter 


“It's punishing. I tell you. 
You don't know how many 
times I’ve been there," says 
Kurt Lauk, ex- consul taut, 
ex-finance director and cur- 
rently linchpin of the first 
big tie between a European 
and an Asian truckmaker. 

Two years into the job of 
running the commercial 
vehicles arm of Mercedes- 
Benz. Mr Lauk's face must 
be as familiar to commuters 
between Stuttgart and 
Tokyo as it is to fellow 
tructanakers. 

For virtually a year Mr 
Lauk. 52. has been shuttling 
between Mercedes-Benz's 
base in Germany and Nissan 
Diesel's Tokyo HQ to finalise 
one of the most ambitious 
deals in truckmaking his- 
tory. 

The prize is control of Nis- 
san Diesel, one of Japan’s 
biggest truckmakers, with a 
20 per cent market share. As 
a first step, the two compa- 
nies agreed in July to 
develop a new light truck, 
primarily for Asia and 
emerging markets. 

■ Some further agreements 
should follow before Merced- 
es-Benz buys the 40 per cent 
stake in the truckmaker held 
by Nissan Motor, opening 
the way to full control. 

But commuting to Japan 
bas hardly been Mr Lauk's 
only pasttime in the two' 
years since taking over the 
running of Daimler-Benz's 
commercial vehicles side in 
August 1996. 

"We've also done a major 
acquisition, buying Ford's 
heavy truck business In the 
US.” he says. “And we've 
introduced the Actros and 


the Atego - two hew core 
products in Europe." 

At the Hannover truck 
show this week Mr Lauk 
revealed another issue keep- 
ing him busy. Mercedes-Benz 
has announced it will, for 
the first time, sell commer- 
cial vehicles components, 
such as engines, gearboxes 
and axles, to competitors. 

That is part of a broader 
strategy by Mr Lauk and 
JOrgen Schrempp, Daimler- 
Benz’s tough chairman, to 
improve earnings at one of 
the German group's biggest, 
but traditionally least profit- 
able, businesses. 

With estimated sales of 
DM2ibn this year, commer- 
cial vehicles account for 
about one-seventh of Daim- 
ler-Benz’s turnover. Apart 
from building trucks and 
vans In Europe, it Is the big- 
gest truckmaker in South 
America and owns Freightli- 
□er and the Ford business - 
now renamed Sterling - in 
the US. 

But running the show has 
never been easy. In spite of 
its size, commercial vehicles 
have been chronically 
unprofitable, with strong 
results In some regions 
invariably eradicated by 
heavy losses in Europe. 

Mr Lauk's appointment to 
replace Bernd Gottscbalk, 
the popular previous trucks 
boss, came as a surprise. Not 
Only was he new to trucks, 
he was also an outsider at 
Mercedes-Benz. After head- 
ing the Boston Consulting 
Group's Munich office, he 
moved to become finance 
director at Audi and then at 
the big Veba industrial con* 



Kurt Lauk: Surprise appointment has been justified 


glomerate. 

The appointment was jus- 
tified on the grounds that 
Mercedes-Benz needed a 
strategist rather than 
another engineer or market- 
ing man - it had plenty of 
those. Two years down the 
road, the choice appears jus- 
tified. 

In the first half of this 
year, the trucks operation 
reported profits of DMSTOm, 
compared with a loss last 
year. “This is just the start," 
says Mr Lauk. 

He has four broad priori- 
ties: to make the compo- 
nents operation more trans- 
parent; accelerate new 
product development and 
introduce far more vehicles; 
“commonise" practices at 
the group’s far-flung interna- 
tional operations and exploit 
economies of scale; and pull 
off the Nissan deal. 

All are tall orders, but the 
challenge in components is 
probably the biggest of all. 
Productivity has risen signif- 
icantly at the group's compo- 
nents operations, based 
largely in Germany, by chip- 
ping away at inflexible work- * 
mg practices and negotiating 


painstaking plant-by-plant 
improvements. 

So Mr Lauk makes no sug- 
gestion of following the likes, 
of General Motors and Ford, 
which have split off their 
components activities into 
separate subsidiaries pend- 
ing flotation. 

Such a notion would trig- 
ger an uproar at Mercedes- 
Benz’s heavily-unionised 
German plants, where 
change has come slowly and 
only through consensus. 
Labour turmoil would not be 
desirable at the best of 
times, even less so when 
Daimler-Benz Is in the throes 
of taking over Chrysler. 

Instead. Mr Lauk speaks of 
developing economies of 
scale by seeking new cus- 
tomers outside the group 
and by persuading every 
part of Mercedes-Benz's com- 
mercial vehicles empire to 
use more group components. 

But the sub-text is clear. If 
the components side cannot 
continue improving its pro- 
ductivity to match the most 
efficient outsiders, its past 
existence as an integral part 
of Mercedes-Benz is no guar- 
antee of a similar future. 
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Companies 


Ricardo is now looking to 


broaden its footprint 


ft 0*r _ 

i# tter of 


Billions are spent annually on vehicle development costs. Richard Feast 
reports on how one big consultancy is positioning itself for further growth 


Ricardo. the West 
Sussex-based consultancy, 
has completed a major reen- 
gineering task over the past 
couple of years - on itself. 
Now Rodney Westhead, the 
company’s chief executive, is 
seeking a strategic alliance 
or takeover which will allow 
recent growth to continue. 

The company is ready to 
move now, but bas no tune- 
scale in mind, “in my experi- 
ence, these things are driven 
by opportunity,” he says. 

Following the sale of Cos- 
worth to Volkswagen, 
through its Audi subsidiary, 
Ricardo Is now the biggest 
independent powertrain and 
vehicle engineering business 
in the UK 

It is best known for its pow- 
ertrain work, which 
accounts for 85 "per cent at 
revenues. Now it wants to 
increase its presence in the 
general vehicle engineering 
sector, which involves ride, 
handling and NVH (noise, 
vibration and harshness). 

"We will continue to bat 
just as bard as we did in 
powertrain, but vehicle engi- 
neering is the area that we 
want to push," says Mr Wes- 
thead. “These are the cere- 
bral areas where you can 
build up real intellectual 
property. We are going to 
broaden our footprint, we 
are going to stay wholly 
automotive, and very wed- 
ded to everything that is dif- 
ficult and clever.” 

The effect would be to give 
Ricardo better balance. Mr 
Westhead explains: "Some 
£25bn is spent each year on 
vehicle development costs 
around the world. Of that, 10 
per cent is outsourced by the 
big OEMs (original equip- 
ment manufacturers). Now, 
30 per cent of that is going 
into powertrain, which is 
where we are already at. 
You have 35 per cent of it 
going into styling, trim and 
aesthetics. It is the lower 
margin end of the business, 
and it is not one that we mil 
become involved with. Then 
you have a 35 per cent spend 
on vehicle engineering and 
integration of the whole 
vehicle.'’ 

The strategy, which repre- 
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Sound quaffly development at Ricardo's acoustic facility and (insetj chief executive Rodney Westhead 


sents a considerable shift for 
Ricardo, stems in large part 
from Mr Westhead. the 
finance director who took 
over at the end of 1996 after 
the group parted company 
with his predecessor, Chris- 
topher Ross. A severance 
settlement was agreed 
recently. 

Under Mr Ross, Ricardo 
diversified into aerospace 
and nuclear handling- sec- 
tors which produced thin 
margins but occupied a lot of 
management time. That in 
turn diverted attention from 
increasing problems in 
North America. The non-au- 
tomotive businesses have 
now been sold and problems 
in the US tackled. 

The experience taught 
Ricardo a lesson. “To try to 
compete in North America 
by being the cheapest and 
quickest person on the block 
was doomed to failure,” Mr 
Westhead reflects. US 
operations, having been refo- 
cused and consolidated, are 
now breaking even and are 
expected to return to profit 
in the next financial year. 

The poor US performance 
masked solid success in 
other parts of the business, 


which have consistently 
grown by 20 per cent a year. 
Despite the US problems. 
Ricardo’s results in the six 
months to the end of last 
December allowed the com- 
pany to pay its first dividend 
since 1995. 

To support future growth 
Ricardo is investing £11 jm 
to install another 12 test 
beds at Shoreham-by-Sea, 
where it already has 70 on a 
site next to Britain’s oldest 
licensed airport “That's sig- 
nificantly higher than most 
people would spend on test 
cells,” says Clive Hickman. 
Ricardo's business develop- 
ment director. 

The transmission division 
is moving from Coventry to 
new premises in Leamington 
Spa this month to provide 
for further expansion and to,, 
accommodate an additional 
engine design office based in 
the Midlands. The group 
wants to recruit up to 100 
graduate and experienced 
engineers to add to the 1.200 
already employed. 

“That is a huge number to 
pull out of the rest of the 
industry while bolding on to 
all the ones you have 
already," says Mr Westhead. 


It is at the moment the sin- 
gle biggest constraint on our 
growth." 

Nevertheless, the group 
expects expansion to con- 
tinue, in spite of economic 
crises across Asia. It quit 
South Korea before problems 
bit there “Four to five years 
ago 20 per cent of our activ- 
ity was in Korea. Today it is 
virtually zero.” 

For the future the empha- 
sis is on Germany, where the 
majority of Europe's engines 
are designed. “We do not yet 
do enough work with the 
German domestics, They are 
ail on the client list, but we 
need to develop that pres- 
ence,” says Mr Hickman. 

Once established in Ger- 
many, the group wants to 
build its business in France. 
After that it hopes the bat- 
tered economies of Asia will 
have recovered. 

Meanwhile, contract engi- 
neering work is growing. 
OEMs are outsourcing more 
because of their need to cut 
internal overheads, the need 
to shorten lead times, by the 
market demand for more 
product diversity, and not 
least by new automotive leg- 
islation. 
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Giants aim to be nimble ^ta(e of dt 

Haig Simonian looks at Delphi and Visteon, both on the road to flotation ^Harney . 


Races are hardly the sort of 
contests that spring to mind 
when describing Delphi and 
Visteon, the two behemoths 
of the automotive compo- 
nents industry. 

As befits subsidiaries of 
General Motors and Ford 
respectively, the world's big- 
gest and second biggest car 
companies, the components 
operations occupy similar 
slots In their industry. Del- 
phi's sales amounted to 
$31.4bn last year; Visteon 
notched up $17J2bn 

Now both are trying to 
become nimble as well as big 
in the run-up to flotation. So 
far only GM has showed its 
hand; last month the com- 
pany announced its inten- 
tion to float 15 to 20 per cent 
of Delphi in the first quarter 
of next year. Most analysts 
expect much the same for 
Visteon, the name chosen by 
Ford for its former Automo- 
I tive Components Group, 
I split off last September. 


With Ford rumoured to be 
working to a similar time- 
table as GM, investors in 
auto stocks could have 
two monster flotations 
to choose from next year. 
Analysts reckon Delphi’s ini- 
tial tranche of shares could 
suck up S2bu of liquidity 
alone. 

The two companies have 
been trying to stress their 
Independence from their par- 
ents by winning more orders 
from other car and truck 
makers, and both have been 
restructuring heavily. 

J.T.Battenberg. Delphi's 
president, wants to cut the 
proportion of business done 
with GM*s North American 
operations to 50 per cent of 
sales by the end of 2002. 
Visteon's aims are, on the 
face of it. less ambitious. 
Charlie Szuluk, president, 
wants to raise the proportion 
of business with companies 
other than Ford, to 20 per 
cent of total turnover. -Mr 


Szuluk has, moreover, not 
provided any date for that 
seemingly modest aim 

However, he claims his 
benchmark is actually more 
challenging than Delphi's. 
Visteon's yardstick is non- 
Ford business, whereas Mr 
Battenberg only talks of 
sales to customers other 
than GM in North America. 
That excludes Delphi’s sub- 
stantial, and partly captive, 
business with GM's Euro- 
pean and South American 
car and truck operations. 

Either way, potential 
investors will at least wel- 
come the greater transpar- 
ency at both companies as 
they prepare for the market. 

Visteon published its first 
profits and sales figures ear- 
lier this year. Net earnings 
amounted to $518m in 1997 — 
an estimated 53 per cent 
more than in 1996. The 
upward trend has continued. 
Net profits in the first half of 
this year reached 3430m - 21 


per cent more than in the 
first six months of 1997 
t h a n ks to lower costs, higher 
sales and a better mix of 
products. Sales climbed by 3 
per cent to S9abn in the first 

half. 

Delphi's level of disclosure 
Is still a little fuzzier, in 
spite of its more immediate 
flotation plans. The com- 
pany made profits of $1.2bn 
last year, excluding special 
charges and adjusted to 
reflect the inclusion of Delco 
Electronics, the car compo- 
nents business which was 
formerly part of GM’s sepa- 
rate Hughes Electronics sub- 
sidiary. 

In the first half of this 
year, however, net income 
plunged to $3-1 7 m from 
S72lm as output was hit by 
the prolonged strikes at 
GMTs North America car and 
truck operations. No wonder 
Mr Battenberg is so keen to 
expand Delphi's links with 
other car companies. 
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Question mark over acquisitions 
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[Nikki Taft \a\ks viffth the head o\ Tenneco Automotive 


It has not been the easiest at That decision, will be madE been, a good extension - but 
1 summers for Tom Evans, in the autumn. But Mr ft’s not the only opportunity 
\ head of Tenneco Automo- Evans concedes that it could to extend ride control prod- 


strong a position. “I think 
the view that bigger is better 
is not held all the time by 




tive, the automotive parts take Tenneco Automotive 
[ group which is one a! the out of the current acquist 
\ largest suppliers ot muSters, tion wave, which is reshap- 


shock absorbers and exhaust 
[ system products. 

Many analysts expected 
the company to emerge 
recently as the buyer of the 
ITT brakes business, which 
was up for auction and could 
have provided a valuable 
strategic extension to the 
product tine, instead. Ten- 
neco's parent company - 
which bas been on a 
long-term drive to rational- 
ise a once-sprawling indus- 
trial conglomerate and max- 
imise “shareholder value” - 
ann ounced that it would 
look at splitting its two 
remaining businesses (pack- 
aging and automotive parts) 
into stand-alone entities. 


^oVp Tenneco Automotive ucts. There’s a whole set ot the car companies,” be says, 
out of the current aoquist avenues of how we might get Tenneco. meanwhile, is in 
tion vrave, which is reshap- thare,” Talks on other possi- the bullish camp vis a vis 
ine the automotive parts bDittes-are ongoing, says Mr the North American original 


tng the automotive parts 
industry In the US, for sev- 
eral months. He admits that 
Tenneco did come “very 
close” on the ITT assets, 
which were eventually sold 
to Germany's Continental 
group for Sl-93bn. and that a 
different outcome might 
have occurred had the big- 
ger Tenneco issue not over 
taken events. 

Nevertheless, he still con- 
tends that the strategic goals 
will be pursued regardless - 
a policy which has already 
involved more than two 
dozen acquisitions or joint 
venture deals over the past 
four years, from Turkey to 
Australia- “It would have 


Evans. 

Will Tenneco Automotive, 
if it becomes the main con- 
stituent of the ongoing Ten- 
neco group, be vulnerable to 
acquisition itself? Mr Evans- 
admits that this is question 
which has surfaced amongst 
employees, but professes no 
great concern: “I give them 
the same answer - keep 
growing and all your prob- 
lems are high-dass prob- 
lems." And, he points out* 
not All aspects of the current 
consolidation are entirely 
welcomed by suppliers* cus- 
tomers, who worry that con- 
centration may eventually 
give the parts companies too 


the huffish camp tris a vis 
the North American original 
equipment market 1OEM). 
predicting that It will remain 
healthy for the foreseeable 
future. Mr Evans sees 
annual production volumes 
of I5m-plus units, driven 
partly by the trend toward 
multi-car families. “I don’t 
see a big Change in the next 
year or so - the economy's 
good enough. The days of 
the, four-car family are 
. here-" 

But the aftermarket, he 
admits, will probably remain . 
a good deal tougher, as cars 
last longer and become more, 
complex, and OEMs get a 
“bigger cut", of the sendee, 
spend. 
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Prospects 
a matter of 
geography 

Differing fortunes may lead to more 
global links among truckmakers, \ 
says Haig Simonian 


Three continents, three 
different markets. Seldom 
has the world of commercial 
vehicles seen such sharply 
diverging outlooks, depend- 
ing on where a manufac- 
turer Is based. 

For those in North Amer- 
ica, the world could hardly 
look brighter; demand for 
trucks has outpaced even 
the most optimistic expecta- 
tions. 

Manufacturers of the 
heaviest Class 8 vehicles say 
they are sold out, and warn 
that delivery delays will 
inevitably lengthen if orders 
continue at their present lev- 
els. Even Karl-Erling Tro- 
gen, the congenitally cau- 
tious head of Volvo's truck 
division, admits “the activity 
level has gone from 
extremely high to very 
high". 

The sustained US boom 
has led to bumper earnings. 
Mack Trucks, Renault's once 
chronically lossmaking sub- 
sidiary, has been motoring. 
Sales and profits at Paccar, 
now becoming a world man- 
ufacturer after buying Daf 
and Leyland Trucks, reached 
a record in the first half of 
this year. 

North America's optimism 
has been broadly reflected in 
Europe - although the UK 
has slightly spoiled the 
party. Truck sales have 
climbed on the hack of 
recovering economies, spur- 
ring profits. 

No better sign has come 
than the reversal of fortunes 
at Mercedes-Benz, the 
world's biggest truckmaker. 
Transformed by its new cul- 
ture of transparency under 
group chairman JQrgen 
Schrempp, the commercial 
vehicles arm reported profits 
of DM07Om in the first half, 
compared with a DM9m loss 
last year. 

Much of the turnaround 
came in the once terminally 




There are smiles in the US, where a 
healthy market has surprised many. 
HikkrTalt reports - 


unprofitable European truck 
operation. Traditionally, 
while the US Freigbtliner 
subsidiary. South American 
commercial vehicles and 
even vans In Europe made 
money, the European trucks 
side promptly lost most 
of it. i 

The change is, of course, 
rooted In the Actros and 
Atego. Mercedes-Benz’s two 
new European workhorses. 

The two vehicles are much 
easier and cheaper to build 
than their predecessors. But 
the financial recovery has 
been magnified by the 
strength of demand in Ger- 
many and western Europe as 
a whole. 

could say the same. The Western Europe is building on its strength, says John Griffiths 

sorry state of demand in 


Transport has come a tang way s*k» Roman ttowa. ..these days road hmiaga continwn to captura business from nil 

Staying on the right road 


Japan, and, in. soma cases, 
even more dire conditions 
among its neighbours, has 
prompted talk of a massive 
shakeout in truckmaking. 

So far, speculation has 
focused on Nissan Diesel and 
Mitsubishi In July, the for- 
mer agreed to work with 
Mercedes-Benz on develop- 
ing new light tracks for Asia 
and emerging markets. 
Futher joint ventures will 
follow, culminating in the 
likely purchase by the Ger- 
man group of Nissan Motor’s 
40 per cent stake in the 
trucks group, giving It con- 
trol. 

Whether the same will 
happen with Mitsubishi and 
Volvo is less clear. The two 
companies already co-oper- 
ate in cars and are poised to 
announce similar plans for 
their next generation fight 
medium weight commercial 
vehicle. Some observers 
think that will be the precur- 
sor to Volvo taking a direct 
stake. If so, it will be 
another decisive step along 
the way to ever more global 
links between the world's 
commercial vehicle makers. 


The economic woes of 
Russia "fid the Asia-Pacific 
region may be inducing ever- 
more alarming wobbles 
across Europe's stock mar- 
kets, but so far they show no 
sign of steering the region's 
buoyant truck industry off 
the road. 

Last year western Europe 
absorbed same 170,000 trucks 
over 16 tonnes and a further 
75,000 in the six4o-16 tonnes 
ector. Reflecting the west 
European Industry's 
strength in the global truck 
market, it actually produced 
more than 813,000, many for 
markets in the developing 
world and elsewhere outside 
of Europe. 

Although current world 
economic turmoil must 
inject a note of caution, most 
truckmakers and analysts 
expect the region's current 
buoyant sales to continue for 
the current year and well 
into 1999, at least 

DAF Trucks president Cor 
Baan, celebrating the oompa- 
ny’s 95XF trucks being 
named international truck of 
the year, has struck an opti- 
mistic note, suggesting that 


A state of disrepair 

Alexandra Harney reports on the difficulties in Japan 


Japan's truck industry has 
fallen into disrepair. The 
slump in domestic demand 
and capital spending has 
damaged profitability across 
the sector, and the added 
assault from a collapse of 
the south-east Asian market 
is making matters worse. 

It is a common story in 
corporate Japan. Truck- 
makers who benefited from 
the frenzy of building and 
Investment in the late 1980s 
and early 1990s in both 
Japan and elsewhere in Asia 
have seen profits decline 
sharply In recent years. The 
companies, in an effort to 
restore profitability, have 
moved to restructure their 
operations. But groups have 
yet to realise the benefits of 
those cutbacks as conditions 
in the domestic and overseas 
markets continue to deterio- 
rate. 

The decline in the truck 
market is even more striking 
than that of the car indus- 
try. Truck sales fell 28 per 
cent year-on-year in July, 
the last month for which fig- 
ures are available, to 107,210 
units, in the same month, 
passenger car sales slipped 
only OJa per cent against the 
previous year. 

As a result, truck groups 
have made more significant 

production cutbacks. They 
cut production by 17.7 per 


cent in the first six months 
of this year, while car com- 
panies reduced their output 
by 8-5 per cent, according to 
the Japan Automobile Manu- 
facturers’ Association. 

Hino Motors, which holds 
the biggest share of the 
domestic market, cut its pro- 
duction levels 39.5 per cent 
in the first half of this year, 
compared with the corre- 
sponding period last year. 
Nissan Diesel lowered its 
output by 38.3 per cent 

But despite their efforts to 
lower production volumes, 
truck manufacturers still 
recorded dismal financial 
performances last year. At 
Hino. net earnings plunged 
77 per cent from Y7J24bn to 
Yl.eSbn. Sales slipped 7 per 
cent, from Y632-72bn to 
V589JZlbn in the year to last 
March. Nissan Diesel posted 
a Yl3bn loss compared with 
earnings of Y3.4bn the previ- 
ous year. Sales were down 12 
per cent to Y298.7bm And 
Mitsubishi Motors, the third 
largest car and truck group, 
recorded losses of just over 
Y102bn, on sales up 1-7 per 
cent at Y3,735bn. 

As a result, truckmakers 
have accumulated huge 
inventories. Most truck 
groups have five to six 
months of inventory, accord- 
ing to estimates by Warburg 
Dillon Read. 


As profits have ground to 
a halt, truckmakers have 
turned to unusual "loans to 
Improve performance. Hino 
has plans to lay off 200 work- 
ers, starting this month, and 
Nissan Diesel has announced 
it would also consider 
encouraging its employees to 
take extended leave. Mitsubi- 
shi has said it would elimi- 
nate 2,000 jobs by next year. 
These moves are highly 
unusual in Japan, where 
companies have traditionally 
retained surplus workers 
even In an economic down- 
turn. 

Other groups have moved 
to keep pace with global con- 
solidation in the Industry by 
teaming up with manufac- 
turers overseas. Nissan Die- 
sel, for example, has agreed 
to develop a light truck line 
in co-operation with 
Daimler-Benz, the German 
group, in a link that may be 
the precursor to full control 
by the Germans. 

However, tie-ups may not 
be much relief for struggling 
truckmakers. Analysts warn 
that truck sales could slip as 
low as 90,000 units this year, 
compared with 1.76m two 
years ago- This would he the 
largest drop in 30 years, 
according to Peter Board- 
man. industry analyst at 
Warburg Dillon Read in 
Tokyo. 


there could be 75 per cent 
growth in western Europe’s 
heavy truck sector this year. - 

German. French, UK and 
Spanish sales, in particular, 
have been well above above 
expectations. But if the mar- 
ket itself Is proving resilient, 
the same cannot be said for 
the industry serving it 

Mr Baan was speaking as 
president of a company 
which just a short white ear- 
lier had been sold to the US 
trucks giant, Paccar. Ley- 
land Trucks of the UK has 
since gone the same way. 
The small UK truckmaker 
ERF is now owned by Cana- 
dian truckmaker Western 
Star - itself only about twice 
ERF’s size - and many 
industry analysts question 
how long even this enlarged 
group can remain Indepen- 
dent. 

Europe's smallest compa- 
nies, have been swept up 
into this process of consoli- 
dation under remorseless 
competitive pressures. Con- 
jecture within the industry 
is now concerned only with 
when, not if. the next round 
will come - and who will be 
the next to be swallowed. 

MAN, for one, has been 
the subject of persistent, 
takeover talk, despite the 
assertion by Klaus Schubert, 
chairman of its truck and 
bus operations, that the 
medium-sized producer is 
capable of flourishing 
through internal growth. 

Mr Schubert appears to 
have sound reasons for that 


view: MAN’S truck 

operations are profitable and 
its sales jumped to 50,000 
units last year from 41,000 . 
the previous year. Orders 
are running at more than 20 
per cent above year-ago lev- 
els. 

Yet Mr Schubert is fitiriy 
pragmatic about the future- 
while denying reports of a 
possible merger with Ren- 
ault of France, he Is pre- 
pared to countenance a deal 
which would improve econo- 
mies of scale through shared 
components and with a part- 
ner whose products and geo- 
graphical strengths were 
complementary. 

Even Volvo, one of 
Europe’s more powerful 
players, has not been 
immune from takeover spec- 
ulation. In July its shares 
rose sharply after it con- 
firmed it had been holding 
talks with Volkswagen - 
Europe’s largest carmaker 
and keen on extending Its 
operations in to trucks - over 
possible collaboration- Vol- 
vo’s chief executive, Leif 
Johansson, acknowledged 
meeting VW’s chairman, 
Ferdinand Plfich, in Gothen- 
burg, but insisted that out- 
right merger was not on the 
table. 

Nevertheless, VW has 
made no secret of Its interest 
in the track market, and had 
previously held inconclusive 
talks with Volvo's fellow 
Swedish truckmaker. Scania. 

At least some of the 
increased concern about 


rationalisation represents 
fall-out from the takeover of 
Chrysler by Daimler-Benz, 
the world's biggest truck- 
maker, and the German 
group’s subsequent 
announcemen t of a further 
tie-up with the troubled Jap- 
anese tracks group, Nissan 
Diesel. The deal could result 
In Daimler-Benz buying a 
large stake in Nissan Diesel 
by the end of the year. Yet 
another consequence could 
be a further tightening of 
links between Volvo and 
Mitsubishi, who are already 
collaborating on the produc- 
tion of tracks in the medi- 
um-weight sectors below 
Volvo's traditional heavy 
truck activities. 

Despite a growing market 
for its products in central 
and eastern Europe - some 
20,000 units are expected to 
be sold in the region this 
year - the European indus- 
try has no reason to expect 
competition or cost pres- 
sures to lessen. Indeed, the 
introduction of a common 
European currency la many 
EU states next year is cer- 
tain to heighten such pres- 
sures. 

Industry leaders acknowl- 
edge that, by making pricing 
more transparent, the euro 
will have the effect ofhar- 
mozdsing prices, but at the 
level of the cheaper markets. 
Even so, Paccar chief execu- 
tive Mark Pigott, for one 
sees a silver lining through 
the long-term benefit of 
greater cross-border trade. 


The US 'commercial vehicle 
market has revved up 
sharply during the first part 
of 1998, to: the benefit of 
most manufacturers. 

In mid-August, for exam- 
ple, Navistar, the Chicago- 
baaed truck, manufacturer, 
forecast industry demand for 
heavy trucks-ln North Amer- . 
ica - the US and Canada - 
at around 230.000 units in 
1998, with demand for 
medium tracks expected to 
reach around 127,000. 

If those figures prove cor- 
rect they would compare 
with sales of 196,800 and 
117,400 tracks, in the two cat- 
egories in 1997, gains of 
almost 17 per cent and 8 per 
cent respectively. ' 

The pick-up in demand, 
moreover, bas surprised 
some industry commentators 
who, at the beginning of 
1998, were anticipating a 
much flatter picture. Btit 
it has been attributed partly 
to the generaL health of the 
economy; partly to the 
drive for •'just-in-time'* 
deliveries,' which allow 
manufac turin g companies to 
operate with low. efficient 
stock levels . of parts 
and the tike; and portly to 
recent problems with rail 
transport in the US, which 
badly stalled some ship- 
ments and drove . customers 
to look for more reliable 
alternatives. 

Now opinions divide on 
bow long this favourable cli- 
mate will last While many 
analysts warn that general 
economic conditions and 
interest rate levels remain 
critical, a consensus seems 
to be developing that the 
current healthy situation 
should be sustainable for the 
rest of 1998, at least 
West Coast-based Paccar, 
for example, recently talked 
of “excellent demand 
through the end of the year”, 
noting that back orders were 
mounting in both the ' Euro- 
pean and North American 
markets, That said, more 
cautious. observers stffi sug- 
gest that some correction 
could take place within 12 
months. 

But already the recent 
trends have proved hugely 
beneficial to players in the 
industry. For Navistar, 
which fix- much of the 1980s 


and early 1990s was dogged 
by a legacy of bloated costs, 
labour problems and pension 
HwhiiiHpg the riming could 
not have been more benefi- 
cial Critically, the company 
negotiated a new five-year 
contract with the United 
Anto Workers union last 
year, and on the engine side 
won a long-term supply 
agreement from Ford. 

. But, in an effort to put the 
business back on the offen- 
sive. the company is gearing 
up to produce a new line of 
medium-duty trucks in 
Springfield known as the 
“next generation truck" - 
effectively trying to snare 
back some of the market 
share gained by rivals, such 
as -Paccar and FreightBner, 
during Navistar’s doldrums. 

Earlier this year the com- 
pany unveiled its new Eagle 
9900, and it bas stepped up 
international expansion, 
notably in Mexico where it 
has been building a $i67m 
assembly plant. 

Competitors, however, are 
unlikely to give Navistar a 
free rein. Paccar, which 
recently acquired Britain's 
Leyland Trucks, has also 
been posting record earnings 
in recent months, with its 
Kenworth and Peterbilt 
lines. Its challenge has more 
to do with capacity con- 
straints at present - not 
helped by a strike at the 
Peterbilt factory in Nash- 
ville. 

Like Navistar, it is invest- 
ing in Mexcin, expanding the 
gristing Kenworth Mexicans 
factory and announcing 
plans for a new distribution 
centre in San Luis Potosi. 
Production rates elsewhere 
have also been stepped up. 

Meanwhile, Oregon-based 
Preightliner - which is 
owned by Germany’s 
Daimler-Benz - has been 
expanding fast. The group 
has been augmented by the 
purchase of Ford’s 
heavy-d&ty truck unit last 
year, and is bufiding trucks 
under the new Sterling 
brand at its St Thomas plant 
in southern Ontario from 
this summer. The plant will 
build two models - the 
A-line, which is a 
long-d i sta n ce, diesel-powered 
truck, and the smaller L-line 
distribution truck series. 
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Consolidation is just the ticket 


Haig Simonian looks at the reasoning behind the 
merger of Renault and Iveco bus and coach units 

When Renault and Iveco Renault and Iveco started size means they can place 


When Renault and Iveco 
announced the surprise 
merger of their bus and 
coach divisions on May 6, 
they confidently expected 
glowing headlines praising 
their bold confrontation of 
chronic overcapacity in 
Europe and of opportunities 
in fast-growing markets 
beyond. 

Instead, the headlines 
were dominated by another 
automotive alliance - Daim- 
ler-Benz’s takeover of Chrys- 
ler. Rather than encomiums 
to Franc o-Itali an entente, 
the deal was lucky to make 
the page that day. 

The timing was doubly 
ironic. The Renault-Iveco 
venture was, in large part, a 
reaction to Daimler-Benz's 
consolidation as the world's 
biggest maker of buses and 
coaches, and, after recent 
takeovers, Volvo's emer- 
gence as the uncontested 
number two. 

“There was a widening 
gap between the two leaders 
and the rest," admits Elios 
Pascual. deputy director gen- 
eral of Renault VI, Renault's 
commercial vehicles arm. 
and the chief executive des- 
ignate of the new joint ven- 
ture. “It was becoming 
increasingly difficult to keep 
pace." 

Mr Pascual, a Renault vet- 
eran who once ran the 
group's Mack Trucks subsid- 
iary in the US. agrees join- 
ing forces with Elat's Iveco 
commercial vehicles arm 
was largely defensive. ‘The 
pace of change has been 
accelerating in recent years. 
We had two options: staying 
independent, knowing we 
would probably have to nar- 
row our product range to 
finance internationalisation, 
or finding a partner.” 

Secretly, the search had 
been going on for some time. 


talking almost three years 
ago. Progress, however, was 
fitful. The "real” negotia- 
tions only began about 15 
months ago. The pace, 
according to some observers, 
may well have been acceler- 
ated by Daimler-Benz's turn- 
around after merging its bus 
activities with Setra to form 
Evobus. and by Volvo’s 
relentless acquisitions. 

Mr Pascual identifies three 
factors obliging Europe's bus 
and coach builders to consol- 
idate. 

• Product proliferation. 
“For decades there was just 
one type of vehicle. Then, 
around the 1970s. you could 
talk of three: urban buses; 
intercity’ buses, and touring 
coaches. By 2000. however, 
there will be at least seven 
distinct types. Leading man- 
ufacturers will have to offer 
most variants to stay 
ahead.” 

• Static European demand. 
Annual demand in Europe 
for buses and coaches has 
been around 20,000 units for 
years. “There are no signs of 
that changing.” By contrast 
sales outside Europe, nota- 
bly to the rapidly growing 
“mega-cities" of South Amer- 
ica and Asia, should soar. 
“The world market should 
reach about 170,000 units a 
year from 150,000. But the 
growth will come outside 
Europe. Manufacturers have 
to internationalise." 

• More demanding custom- 
ers. The emphasis on better 
prices and performance is 
most evident in Europe, 
where privatisation in urban 
transport has created a new 
breed of commercially- 
minded operators, such as 
the UK's Stagecoach. Such 
companies are much shrew- 
der than their municipally- 
owned predecessors. Their 


massive orders, but they 
want standardised products 
and lower prices in return. 

Mr Pascual says these 
three factors are reshaping 
the industry. “The upshot is 
that eight main manufactur- 
ers for 20.000 to 22,000 heavy 
bus orders a year in Europe 
is too many.” But rather 
than seeing the Renault- 
Iveco joint venture as bow- 
ing to the inevitable, he 
argues it could shake up its 
rivals. With annual sales of 
FFrSbn. comprising almost 
4,500 buses and coaches 
along with 1,500 minibuses, 
it will leapfrog Volvo as 
Europe's number two. 

“We will be market leaders 
in France, Italy, Spain and 
the Czech Republic (through 
Renault's local Kar osa sub- 
sidiary).’’ Although the com- 
pany remains weak in Ger- 
many and Scandinavia, 
g ainin g weight there will be 
a top priority. 

Expanding in growing 
markets outside Europe is 
Mr Pascual ‘s other ambition. 

Mr Pascual argues the 
decision by Iveco and Ren- 
ault to give the joint venture 
FFr2bn of equity and not 
saddle it with large debts 
demonstrated their commit- 
ment to growth. “Together 
well have the potential to 
finance expansion world- 
wide." 

Before that can happen, 
however, the company will 
have to flesh out its struc- 
ture. A first step will come 
with the naming of the ID 
top executives beneath Mr 
Pascual and Enrico Valente. 
the chief operating officer. 
Mr Valente was previously 
general manager of Iveco's 
bus division. 

Obtaining European Union 
approval for the deal will be 
another milestone, probably 



Renault and Iveco's merger of bus and coach units is unlikely to lead to closures, the companies say 


around year-end. If it comes 
sooner. Mr Pascual reckons 
the new entity, which has 
still to he named, could be 
established around Novem- 
ber. "Otherwise it will be 
January 1 1999 at the latest," 
he says. 

Many essential founda- 
tions were already laid dur- 
ing the negotiating phase 
between Renault and Iveco. 
One reason why the talks 
took so long was to value 
both companies' bus activi- 
ties and eliminate any links 
with their truck sides. By 
the time the deal was done 
the bus businesses were 
financially and legally sepa- 
rate. Unusually, for the bus 
business, engineering and 
manufacturing were also 
independent of trucks, mak- 
ing the reali gnme nt easier, 
he notes. 

Although Renault's bus 
sales of FF3.8bn a year were 
appreciably larger than 
Iveco's FFr2.4bn, the two 
parents will hold equal 
stakes, with Iveco making a 
cash adjustment to even 
things out 

Yet in spite of the appar- 


ent separation of Interests, 
the new venture will retain 
strong links with the parent 
companies. Buses and trucks 
may look different, but they 
share many crucial parts, 
such as engines and suspen- 
sions. 

Could such dependency 
constrain the venture in the 
long term? “Well be able to 
buy parts from the parent 
companies, just as from 
independent suppliers," says 
Mr Pascual. However, he 
admits there will be some 
sort of “priority principle" 
for Renault and Iveco - sug- 
gesting the new venture may 
have its hands tied after all 

The new company may 
also be constrained by the 
severe product duplication 
between its two founders. 

Mr Pascual argues duplica- 
tion is not a problem and 
that plant closures are 
unnecessary. He says the 
question of duplication is 
irrelevant because the joint 
venture will continue as a 
full range producer using all 
its brands. And buses must 
be built close to customers 
to maximise flexibility. 


Growth in road freight proves timely 


Manufacturers in Brazil were braced for a tough time, 
but is hasn’t been all bad, says Jonathan Wheatley 


Brazil: commercial vehicle sales 


When the Brazilian 
government doubled interest 
rates last October in 
response to the Asian crisis, 
it boosted confidence that 
the country's economy 
would ride out the storm but 
dealt a severe blow to the 
commercial vehicle marfcet- 

With the promise that 
interest rates would fall as 
soon as possible, many pur- 
chases, which depend almost 
entirely on credit, were post- 
poned. Manufacturers pre- 
pared themselves to sit out a 
lough period, expecting sales 
to remain depressed well 
into the first half of 1998. 

"As it turned out things 
haven’t been as hard as we 
expected.” says Roberto 
Bogus, sales director for 
trucks and buses at Merced- 
es-Benz in Sao Paulo. 

The Brazilian truck mar- 
ket grew by about -1.5 per 
cent in the first seven 
months compared with 1997 
- although 1997 was itself a 
tough year, and followed an 
even tougher one. 

Mr Bogus credits this 
year's market to two factors: 
a bctter-than-expected har- 
vest. and the steady reloca- 
tion of manufacturing indus- 


try away from the industrial 
centres of the south-east, 
either to smaller interior 
towns or to the low-tax and 
cheap labour environment of 
Brazil's underdeveloped 
north-east. 

The result has been 
growth in traffic of raw 
materials and finished goods 
between new manufacturing 
centres and traditional con- 
sumer markets. Because Bra- 
zil's rail and maritime trans- 
port systems remain 
drastically underdeveloped, 
most of the new freight is 
carried by truck. 

In addition, interest rates 
- as promised - have fallen, 
and are now below last Octo- 
ber's levels. 

Despite such positive 
developments for the indus- 
try, Immediate prospects 
remain gloomy. Manufactur- 
ers say they expect at best to 
repeat lust year's sales. 

Mercedes-Benz plans to 
send workers home for nine 
days during the last four 
months or the year. General 
Mators's trucks division was 
granting extra holidays in 
August and September. 
Scania Latin America has 
cut 300 jobs this year, of 


which 95 per cent were Bra- 
zilian production staff. 

Scan la's core market - 
heavy trucks - is the one 
that has suffered most. 
Jorma Halonen, who took 
over last month as president 
of Scania Latin America, 
says early signs of a recov- 
ery this year proved false. 

“The situation has 
changed during the halt and 
we're now expecting the 
market to shrink by between 
5 and 10 per cent from 1997," 
he says. “If all goes well next 
year we hope for a return to 
1997 levels." 

Scania Latin America had 
its own difficulties in the 
first half with the launch of 
its 4-series trucks, when 
some suppliers proved 
unable to deliver the 
required quantities of parts. 
Its market share In April fell 
to IS per cent, but the com- 
pany says it has since recov- 
ered to its customary level of 
about 33 per cent. 

Although the disruption of 
the 4 -series launch is mostly 
in the past - introduction of 
4-series buses will be com- 
pleted In the second half - 
Mr Halonen remains cau- 
tious about the short-term. 
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“There is some uncertainty 
because of October's general 
elections, but the biggest fac- 
tor is that there is a lot of 
competition, a lot of trucks 
around,” he says. 

Competition is set to 
increase, with new entrants 
to the market and product 
launches from existing man- 
ufacturers. 

Fiat and Iveco are spend- 
ing S240m on a plant in Bra- 
zil to produce Iveco Daily 
light trucks and Fiat Ducato 
vans. Production will begin 
next year with capacity of 
30,000 vehicles a year. Iveco 
already makes heavy trucks 
at its factory in Argentina; 
both plants will sell to the 
Mercosur countries and 
other Latin American mar- 


kets. 

Volvo Brazil is nearing the 
end of a S209m investment 
plan, including construction 
of a new cab factory which 
entered production in 
March. A new motor factory 
will begin operating next 
year. 

Mercedes-Benz is prepar- 
ing this month to launch 
two new ranges of light and 
heavy trucks developed for 
the Brazilian and Mercosur 
markets. Investments will be 
$130m in 1998, SI 20m next 
year and $U0m in 2000. 

With other manufacturers 
making similar commit- 
ments in a stagnant market, 
overcapacity seems inevita- 
ble. 

Mr Bogus at Mercedes- 


Benz argues there is still 
enormous room for growth. 
Brazil's truck fleet, of about 
1m units, has an average age 
of 14 years, compared with 
four or five years in Europe 
and the US. To bring the 
average age down to six or 
seven years, he says, would 
require a renewal rate of 

70.000 to 80.000 trucks a year 
for five years - the current 
renewal rate is 35.000 to 

40.000 a year from a total 
market of about 55,000. 

For renewals to reach Mr 
Bogus's target, he says six 
conditions must be met: 
greater development of agri- 
culture; continuing foreign 
investment In manufactur- 
ing: continuation of Brazil's 
privatisation programme; 
growth in the construction 
industry: new forms of 
credit, especially operational 
leasing: and economic 
growth of about 4 per cent a 
year. 

Some. 'if not most, of those 
conditions are being met. 
But it is the last, and most 
important, that is currently 
proving elusive. This year 
the economy will grow about 
2 per cent. For as long as 
Brazil's economy remains 
vulnerable to shocks from 
across the globe, truck- 
makers can expect a rough 
ride. 


CASE STUDY 


MANAS 


The long road 
to success has 
had its bumps 


meaning factories cannot be 
closed. 

He admits the company 
will in time adopt a “plat- 
form strategy” to cut prod- 
uct development and manu- 
facturing costs by 
developing common engi- 
neering structures for its 
vehicles. These will then be 
differentiated between the 
brands through distinct body 
styles. 

In the interim. Mr Pascual 
believes the new venture con 
keep its factories busy. Ital- 
ian bus orders are thriving 
after a famin e in the early 
1990s on the back of a three- 
year state-sponsored replace- 
ment scheme. Later, new 
sales opportunities will arise 
from its efforts to target 
markets outside Europe. 

Such rosy predictions may 
have been the only way to 
secure approval from scepti- 
cal trade unions and politi- 
cians. While plausible, U is 
also rather optimistic. Share- 
holders In Renault and Fiat 
should probably be pleased 
they have the experienced 
Mr Pascual in the driver's 
seat. 


TTuckmahers eyeing up 
opportunities in fast 
growing “new” markets 
may care to note MAN’S 
experiences in Turkey's 
roller-coaster commercial 
vehicles sector before 
taking the plunge. 

MANAS, the German 
group's big Turkish 
subsidiary, is being 
groomed by its parent as a 
regional production base 
for heavy tracks and buses 
for much of the former 
Soviet Union, the Middle 
East and south-east Europe 
as well as the big domestic 
market. 

“Investing in Turkey is 
strategic for us,” explains 
Klaus Schubert, MAN'S 
chairman. After receiving 
DMUOtn of new 
investment to raise MAN’S 
stake and modernise its 
Turkish facilities. MANAS 
has the capacity to build 
at least 2,500 vehicles a 
year. 

With Its order book 
brimming to the end of the 
year, MANAS built more 
than 1 ,200 tracks and 300 
buses and coaches in 1997 
- almost 14 per cent up on 
the previous year. That 
gave it leadership in 
tractors (units for hauling 
articulated vehicles), with 
about 20 per cent of the 
local market 4 per cent 
of rigid trucks of more 
than 12 tonnes and just 
over 10 per cent of the bus 
market. 

Mr Schubert is confident 
MANAS, now the group's 
fifth manufacturing 
operation, can easily 
expand. “We want to 
increase our market share 
in ail sectors,” he says. 

He points to Turkey's 
size, with 62m people, and 
low labour costs to justify 
his confidence. As a big 
country with an 
underdeveloped rail 
network, roads are crucial 
for transporting people and 
goods. About 90 per cent of 
all freight and 95 per cent 
of long-distance passenger 
fravel is by road, be notes. 

Wages, meanwhile, are 
12 to 15 per cent of 
corresponding levels in 
Germany. That means that 
while capital-intensive 
components, such as 
engines and axles, will be 
imported from the group's 
main German plants, more 
labour Intensive work can 
be concentrated In Turkey. 
In the case of buses, which 
can require up to 1,000 
hours of labour - 
representing about 40 per 
cent of total 

manufacturing costs - the 
advantages are obvious. 

MANAS and its Turkish 
suppliers are also being 
groomed as future sources 
of components and 
sub-assemblies for MAN'S 
lead German plants. About 
50 per cent of the 
halfshafts used for axles in 
Germany already come 
from Turkey, says Mr 
Schubert Bus and coach 
seats are another area 
where local suppliers may 
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Bad old ways still survive 

Ryan James Tutak reports on problems in central and eastern Europe 




In business as in motor racing, 
you can’t beat being at 

Le Mans for the race. 
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Even astute observers need a 
remarkable microscope to 
detect any vibrancy in cen- 
tral and east Europe's bus 
and truck industries. It is 
much easier to spot ter min al 
illness. 

Since 1990 production of 

commercial vehicles has 
fallen 70 per cent in Belarus, 
39 per cent in the Czech 
Republic, 88 per cent in Hun- 
gary. 91 per cent in 
Romania, 75 per cent in Rus- 
sia. 93 per cent in Ukraine, 
and 96 per cent In Yugo- 
slavia. Manufacturing has 
nearly disappeared in Bul- 
garia, Latvia and Slovenia. 

Overall, output has fallen 
71 per ceot from 892,553 
units in 1990 to 255.917 units 
in 1997. The only countries 
in the region to post growth 
are Poland (17 per cent) and 
Slovakia (38 per cent). 

The problems need no 
expertise to diagnose: out- 
dated products, oversized 
factories, overstaffed work- 
force - and managers sub- 
ordinating company inter- 
ests to their own. 

Foreign investors expected 
to find such troubles in the 


immediate aftermath of com- 
munism, but that was nine 
years ago. During the Cold 
War these companies typi- 
cally relied on guaranteed 
massive contracts from big 
farms and militaries, and 
this dependency apparently 
has led to debilitating addic- 
tion. Such orders started fad- 
ing as the Berlin Wall 
started falling, but few bus 
and truckmakers have yet to 
break free from old ways to 
rebuild their businesses. 

There was evidence of this 
recently when Pavel Lezhan- 
kin. general director of 
AvtoUAZ, Russia’s third* 
largest truckmaker - whose 
output has fallen nearly 50 
per cent over seven years - 
told an automotive confer- 
ence in Vienna: “Our enter- 
prise can be restructured, 
but we don’t want to do that 
yet." 

The company entertained 
interest from Mercedes-Benz 
a few years ago, but the Ger- 
man automaker event uall y 
walked away, disillusioned. 

Few big producers of com- 
mercial vehicles in the 
region have been privatised 


successfully, though many 
have been sold unwisely to 
company managers and local 
interests - rich in political 
connections, poor in capital, 
ideas and the technology 
desperately needed to revive 
operations. 

The state of the bus and 
truck industries in former 
communist Europe could be 
different, as the region’s car 
industry attests. 

Foreign manufacturers of 
heavy commercial vehicles 
have not totally Ignored the 
region. Scania and Volvo 
build buses and trucks in 
Poland, while Mercedes-Benz 
buses are made in Russia. 
Renault has bought Czech 
busmaker Karosa. and Fiat's 
Iveco unit has formed joint 
ventures with KrAZ in 
Ukraine and UralAZ in Rus- 
sia. 

Through the dark clouds, 
however, two companies 
shine - Hungary’s Raba and 
Russia’s GAZ. . 

GAZ is the region's biggest 
truckmaker (and the third- 
biggest carmaker in the for- 
mer Soviet Union). It is in 
the best shape of any com- 


mercial vehicle producer in 
the old East bloc, even 

though Us output has fallen 
70 per cent from 296.000 
units in 1990 to 87.482 in 1997 
(the biggest decline of any 
automaker in the region). 

The reason is simple: the 
company has scrapped prod- 
ucts it could not sell, while 
innovating models that it 
can - most notably a family 
of light trucks named 
GAZelie, introduced in 1994. 
But GAZ soon wfll face stiff 
competition, led by Ford, 
which has plans to open a 
plant in Russia by 2000. 

Raba. privatised last year 
and easily the strongest 
player In the commercial 
vehicle sector in the old East 
bloc, already has established 
a significant global presence, 
largely by abandoning truck 
production and focusing on 
axle and engine manufactur- 
ing. The Hungarian com- 
pany has posted profits in 
seven consecutive years, 
earning more than 70 per 
cent of its sales from mature 
markets in Asia, North 
America and western 
Europe. 
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have an edge, he believes. 

Bui MAN chairmen have 
not always been so 
sanguine about tbeir 
Turkish operations. MAN’S 
original investment In 
truck assembly with a 
local partner, to which bus 
and even engine building 
were later added, turned 
sour because of see-sawing 
government economic 
policies in the 1980s. 

As in many other big, 
but underdeveloped, 
commercial vehicle 
markets, one of the reasons 
why foreign truckmakers 
Invested was because high 
local duties prevented 
imports of new and used 
vehicles. 

That changed almost 
overnight wheu new 
government policies two 
decades later sharply 
reduced the duties on 
secondhand vehicles, and 
hauliers brought in large 
□umbers of cheap trucks 
from abroad. 

The collapse in sales of 
new vehicles prompted 
MAN to cancel further 
investments and, 
gradually, to dilute its 
stake in its local joint 
venture. Only in 1994 did 
the company reconsider. 

Together with IS Bank, 
its partner at the time. 
MAN Invested in a new 
Ankara plant. By 
December 1996 the German 
parent had bought out IS 
Bank's majority stake, and 
the following year it 
acquired most of the 
remaining minorities, 
giving it 93 per cent of 
MANAS. At the same time, 
it converted and enlarged 
the former Ankara engine 
facility Into a bus plant to 
meet a forecast explosion 
in vehicle orders from 
municipalities and coach 
companies. 

Even after all that it is 
not plain sailing. While 
more components are 
being sourced locally, and 
even sent to Germany, Mr 
Schubert warns such 
deliveries have not been 
fault-free. “We have to do 
very elaborate checks to 
ensure what Is written on a 
bos corresponds to what is 
inside.” 

Competition has also 
been tough from 
established international 
commercial vehicle 
manufacturers as well as 
Asian upstarts now 
looking desperately for 
sales. Hyundai recently has 
won a contract for 800 
buses for Istanbul, “for a 
price which was 
unbelievable”, he says. 

Nevertheless, MANAS 
has kept its end up. Mr 
Schubert is particularly 
pleased with a recent bus 
order from Bosnia and for 
more than 300 vehicles for 
KflTflkhctan- The bus 
business abroad, it seems, 
is motoring, even if it is 
still just stop-start at 
home. 



-7 £- i 

>■ -J 


■aJ*’ 


rg 

■ 

m 






m 








w 




4 

























VI 


FINANCIAL. TIMES THURSDAY SEPTEMBER 3 1998 



Focus: Turmoil in Asia 


Dark clouds refuse to shift Restructuring of 

industry is likely 


There are few, if any, signs of recovery in the region’s markets, writes Haig Simonian 


The turmoil in Asia's car 
and truck markets has 
already outlasted the least 
pessimistic expectations. 

Prospects Tor vehicle sales 
in once-booming countries, 
such as Malaysia, Indonesia 
and Thailand, remain 
depressed. Even in Japan, 
the region's biggest car mar- 
ket, the prognosis is still 
chronic malaise rather than 
gradual recovery. 

The decline in sales has 
had predictable effects. Tem- 
porary plant shutdowns 


have become longer-run clo- 
sures. In extremes, whole 
factories have been shut- 
tered as their owners have 
given up hope of any signifi- 
cant recovery in the foresee- 
able future. 

But the crisis in the region 

- which has, so far, excluded 
the big Chinese and Indian 
markets - hag claimed no 
really big corporate victims 

- yet. South Korea’s debt- 
ridden. SsangYong Motors 
has been absorbed Into Dae- 
woo, but otherwise the 


Buying spree 
is a 
of the 


thing 


past 


It used to be a sellers’ market. Now 
Malaysian buyers are in the driving 
seat, writes Sheila McNulty 


Time was when used 
Malaysian-made cars were 
more expensive than new 
ones. That was before the 
regional crisis, when 
demand for Malaysia's best- 
known car, the Proton, was 
so high it often took six 
months to obtain one. People 
paid more for a used one just 
to get on the road. 

But the buying spree that 
sent the financial system 
into the regional crisis, with 
domestic loans at 170 per 
cent of gross domestic prod- 
uct - the highest ratio in 
south-east Asia - is over. 
And as the economy moves 
into recession the Malaysian 
car market is grinding to a 
halt 

The Malaysian Motor 
Traders' Association predicts 
sales will plunge 60 per cent 
this year, to 160.000 from 
404.837 last year. They fell 
68.1 per cent in the first half. 

Malaysia is to open its pro- 
tected automobile market to 
foreign competition in 2003. 
Stiff import tariffs, which 
run as high as 350 per cent, 
now put foreign competition 
out of reach for most Malay- 
sians. So, up until the crisis, 
Malaysian carmakers Proton 
and the lesser-known Per- 
odua did not have to worry 
about building a competitive 
product and marketing it to 
the people. 

For years, potential buyers 
were talked down to. even 
snubbed, by sales staff. 
Malaysians joked about how 
some cars were positioned so 
low to the ground that even 
the smallest bump rattled 
th Ire car. And they 

com, ed that one of Pro- 
ton’s » • models resembled 
a generations -old Mitsubishi. 

But the price was right - 
Peroduas sold in the 
MS20.000 to MS3&000 range 
and Protons started at 
around MS40.000 - and the 
carmakers could not produce 
them fast enough. It was a 
sellers' market and. there- 
fore. up to buyers to find a 
way to got placed high on 
waiting lists. 

Now prices of new cars are 
being slashed so much that 
the used car market is fast 
disappearing. Those selling 
used vehicles must ask for 
less than they ever imag- 
ined. and still they cannot 
unload them. They fondly 
recall when used cars actu- 
ally appreciated in the value 
with the passing years, and 
cling to their vehicles in the 
hope that that will once 
more be the case. But ana- 
lysts consider that unlikely. 

Financial institutions, 
which once lent up to 90 per 
cent of the purchase price, 
are being prudent. They 
worry the person they lend 
to today might be out of 
work tomorrow, and have 
virtually stopped extending 


region's car and truck- 
makers have tried to battle 
on, in spite of steep falls in 
domestic sales, restless 
workers and mixed fortunes 
with exports. 

That may not last. As FT 
Auto went to press, creditor 
banks of South Korea's 
beavtiy-ixutebted Fla Motors 
group and its Aria Motors 
commercial vehicles subsid- 
iary were meeting to auction 
the company. 

A victory by Ford and 
Mazda, the Japanese car- 


maker controlled by the US 
group, would signal a pro- 
found challenge to Hyundai. 
Daewoo and, most recently. 
Samsung, three of Korea's 
biggest chaebols. 

Even Daewoo's own motor 
industry wings may soon be 
clipped if its long-running 
talks on unspecified 
co-operation with General 
Motors lead to some relin- 
quishing of management 
control. 

The outlook is little better 
in Malaysia, where favoura- 


ble tax and tariff treatment 
has done nothing to protect 
the "national” carmakers 

Japanese manufacturers find the 
Nor has either company qoina touah as they seek relief 

managed to exploit the mas- ® ® 0 n .. . 

sive competitive advantages 0V6rSS3S, S3yS r3Ut ADrStldlTIS 
gained by a crumbling cur- 

Japan's automotive Industry 


rency to boost exports signif- 
icantly. 

As FT writers show in the 
following articles, the symp- 
toms in the region’s local 
markets are looking worry- 
ingly persistent 


credit. Economists predict 
almost one-third of all loans 
will be unpaid as the crisis 
advances. 

EON, which distributes 
Proton cars, reported a 5.6 
per cent fall in net profit to 
M $429 -2m for the year to 
end-December. The regional 
crisis pushed its used car 
sales down 84 per cent to 
2,930 units, and at that time 
the problems were only just 
taking hold of file country. 

Proton’s net profit plunged 
40 l 6 per cent to M$440.6m in 
the year to end-March. And 
Perodua, which is private 
and, therefore, does not 
report its namin gs. said that 
as of April its sales had 
dropped to 10,234 units, com- 
pared with 68,731 in all of 
1997. 

These days sales staff at 
both, new and used car show- 
rooms not only take the 
uncustomary step of rising 
from their chairs to greet 
customers, but offer promo- 
tions. The take-it-or-leave-lt 
mentality that once deterred 
buyers from choosing their 
own car colour or accesso- 
ries has gone. 

Perodua is offering 
stripped-down models with- 
out even a glovebax or dash- 
board tray for around 
M$ 19.000. Proton is offering 
models with superior export 
specifications for domestic 
prices. And both carmakers 
are travelling the world in 
search of new markets In the 
hope of boosting sales 
abroad. Neither has made 
significant progress, how- 
ever, against the established 
competition from Europe, 
Japan and the US. 

Analysts say the difficul- 
ties Malaysian carmakers 
have competing abroad will 
surface in the domestic mar- 
ket when the tariffs disap- 
pear if the companies do not 
use the few years they have 
left to make their vehicles 
more competitive and learn 
how to sell them. 

“I don’t know whether, 
come the year 2003, we will 
be ready to open the mar- 
ket,” said Mohd Saleh 
Sulong, Proton's chairman. 
In an interview earlier this 
year. "The motor companies 
In this country had it so 
good . . . suddenly the vol- 
ume dropped.” But Mr Mohd 
Saleh said he could not 
afford to take any chances 
that the government would 
postpone liberalisation. "We 
need to reactivate demand.” 

The government is trying 
to help. It recently reversed 
measures aimed at slowing 
car lending, which it had 
imposed as fears grew that 
banks were becoming over- 
exposed. Now it says buyers 
can obtain up to 85 per cent 
financing, instead of just 70 
per cent, repayable over 
seven years instead of five. 



Seeking buyers; A batch of Proton cars leaves Kuala Lumpur port for export markets bwdcap 

Weakness exposed 

John Burton reports on Korea’s protected market 


The South Korean car 
industry, the world’s fifth- 
latest, is confronting its 
worst crisis after achieving 
rapid growth since the 1960s. 

The nation's severe reces- 
sion exposed the weaknesses 
of tbs Industry, Including 
excess production capacity 
and heavy debts, that are 
leading to consolidation 
among its five carmakers. 

Kia Motors, the third larg- 
est carmaker, is being sold 
in an international auction 
after it went bankrupt last 
-year. The sale could change 
the fate of the industry. 

If US carmaker Ford 
Motors buys Kia it would 
open (me of the world's most 
protected car markets to 
direct foreign competition. If 
Kia is instead bought by one 
of the three remaining 
domestic producers - Hyun- 
dai, Daewoo or Samsung - it 
would change the balance of 
power within the industry. 

A takeover of Kia by 
Hyundai would strengthen 
its position as the nation's 
largest carmaker, while 
probably forcing Samsung, 
which only began car pro- 
duction this year, to aban- 
don the business. 

Analysts believe that 
Korea can support only two 
or three carmakers, since a 
recovery in domestic car 
sales is not expected for 
another three to five years. 

Hyundai and Daewoo are 
rated as having the best 
chances of survival. Daewoo 
secured Its position as the 
second-biggest carmaker last 
December when it bought 
Ssangyong Motors, which 
was on the brink of bank- 
ruptcy. The Ssangyong take- 
over expanded Daewoo’s 
range of commercial vehicles 
and luxury cars to match 
that of Hyundai. 

Even for Hyundai and Dae- 
woo. the next few years will 
be tough. Standard & Poor’s, 
the US rating agency, 
recently downgraded the 
long-term credit of Hyundai 


Another -potential threat is 
the lifting of an import ban 
on Japanese cars from next 
year as well as the possible 
entry of Ford into the local 
market via Kia. This will 
pose a challenge to Korean 
carmakers, whose productiv- 
ity rates are lower than 
those of US or Japanese car- 
makers. 

Moreover, the increased 
competition will come as the 
Korean car market reaches 
the saturation point, with 
one car registered for every 
4.7 persons as of last year. 
The nation's clogged motor- 
way infrastructure will not 
allow much further growth 
in sales volume. 


has spent the first half of 
1998 in reverse. With the 
domestic economy in 
recession and consumer 
confidence in tatters, car 
sales in Japan have been in 

free -fall. 

There is no relief through 
exports. The US economy 
may remain buoyant, but 
the market there is hi ghly 
competitive. In Asia the eco- 
nomic downturn has devas- 
tated demand for new care. 

The crisis at home and 
abroad looks set to trigger 
an industry-wide restructur- 
ing. with many of Japan’s 11 
automotive constructors 
being absorbed by their local 
rivals or International com- 
petitors. 

That Japan's automotive 
Industry is in trouble should 
be no stuprise. The economy 
is enduring its worst reces- 
sion In 50 years. Even the 
government, usually in a 
state of denial has conceded 
there is unlikely to be any 
real growth in gross domes- 
tic product this fiscal year. 
Rising unemployment, fall- 
ing take-home pay and 
higher taxation have com- 
bined to dent consumer con- 
fidence. 

That collapse in consumer 
confidence Is reflected In 
new car registrations which 
for the first seven months of 
1998 fell 15.3 per cent year on 
year. No real upturn is 
expected in the second half, 
either. Hiroynki Yoshino. 
president of Honda, admitted 
recently that domestic sales 
of all vehicles, industry- 
wide, were only likely to 
reach 6.2m units this year, 
compared with 6.7m in 1997. 
Even those sales that are 
being closed often depend 
heavily on aggressive dis- 
counting. Assemblers with- 
out a good line-up of new 
models have seen their mar- 
gins suffer. 

Brokers Morgan Stanley 
Dean Witter estimate that 76 
per cent of Toyota's sales 
were generated by what it 
terms as "laggard models”. 
For Honda the figure was 
just 50 per cent, while 
Mazda, with its successful 
Dernio and Capella, achieved 
a rate of 41 per cent How- 
ever, Sholchiro Toyoda, 
Toyota’s chairman, insists- 
his group's new models are 
selling well 

Beset by the collapse in 


domestic demand Japanese 
automotive makers have 
sought to make up by push- 
ing sales overseas. Goldman 
Sachs estimates that exports 
could reach 4.8m units this 
year, a rise of 2 per cent and 
equivalent to nearly 50 per 


tive reading. Morgan Stanley 
Dean Witter predicts that 
even Toyota's net earnings 
will fall this fiscal year. 
While Honda’s will be virtu- 
ally static. Mitsubishi 
Motors is expected to post a 
net loss lor the second time 
in two years, while Nissan's 
results will be negative for 
the sixth time in seven 
years. Only Mazda is likely 
to show a significant 
improvement, posting its 


cent of total domestic pro- ■ first net profit In five years. 


Motors and the parent com- 
pany of Daewoo Motor to B, 
five notches below invest- 
ment grade, because of large 
debts. 

The problems in the car 
industry became evident last 
year when domestic sales 
fell for the first time by 8 per ■ 
cent, even as exports rose by 
9 per cent. This was an 
alarming development for an 
industry that enjoyed annual 
domestic sales growth or 40 
per cent less than a decade 
ago. 

The situation has deterio- 
rated this year as consumers 
cut spending in response to 
the economic crisis. Domes- 
tic sales have collapsed in 
the first half, down 52 per 
cent from a year ago to 
350,000 vehicles. Exports also 
fell by 3 per cent to 620,000 
vehicles, despite a weaker 
Korean currency. 

caSrSt S p^duSon t b“36 Multinationals must adapt to new Thai environment, writes Ted Bardacke 

per cent to 920.000 vehicles 


Auction. 

Such an increase would be 
despite a collapse in Asian 
demand. The US brokers 
reckon exports to the region 
will fail year on year by 
about 35 per cent to just 
346,000 units In - the 12 
months to March 1999. As for 
Thailand, south-east Asia's 
largest market sales during 
the first six months of 1998 
tumbled more than 7Q per 
cent year on year. Malaysia 
was down 64 per cent, the 
Philippines 50 per cent and 
Indonesia 82 per cent. 
Mazda, one of the weakest 
Japanese manufacturers. 
this summer closed one of 
its assembly plants in Thai- 
land as a result. 

Most of the gain in total 
exports will come through a 
7 per cent Increase in ship- 
ments to Europe. 

Goldman Sachs is also pre- 
dicting a 2.6 per cent decline 
in exports from Japan to the 
US. This would partly be 
because of the build up of 
production capacity by Japa- 
nese manufacturers in the 
region. Another factor is Nis- 
san's North American busi- 
ness, which has incurred 
dreadful losses caused by 
excessive discounting and 
poor residual values on 
leased vehicles. In contrast. 
Honda and Toyota are expec- 
ted to report record results 
in the US this year - largely 
as a result of the continuing 
depreciation of the yen 
against the US currency. 

Despite the rise in exports, 
manufacturers’ inventories 
remain high, especially in 
the domestic dealer network. 
Production is being scaled 
back - sharply. Hiroshi 
Okuda, Toyota's president,, 
said he hoped Japanese pro-, 
duction would reach 10m 
units this year. However, 
many observers are predict-, 
xng lower output if produc- 
tion does fall below 10m it 
would be the lowest since 
1979. ; 

Despite potential windfalls 
from the yen’s weakness, 
this year's financial results 
are unlikely to make attrac- 


The consistent lack of 
profitability and return on 
.capital is beginning to con- 
vince some Japanese manu- 
facturers that the current 
crisis is caused less by a 
cyclical downturn than a sig- 
nificant structural problem. 

True, the crisis has not hit 
all companies equally. There 
has been a bifurcation. 
Honda and Toyota, buoyed 
by their huge financial 
strength, have been able to 
invest heavily in new prod- 
ucts which In turn have 
allowed them to weather the 
storm. In contrast, Mazda. 
Mitsubishi Motors and Nis- 
san have been struggling, 
and their long-term future as 
independent companies must 
be in doubt 

The crisis is probably most 
acute at Nissan, which is 
burdened with huge debts 
and is part of the financially 
weak Fuyo ketretsu business 
grouping. The automotive 
company is currently negoti- 
ating with Daimler-Benz of 
Germany to sell a significant 
stake in Nissan Diesel, the 
country's fourth largest 
truckmaker. However, the 
scale of the Nissan Diesel's 
liabilities remains a signifi- 
cant barrier to the deal. 

Mazda has the backing of 
Ford of the US. which owns 
33.3 per cent and may even- 
tually increase its stake, 
while Mitsubishi Motors is 
supported by the Mitsubishi 
ketretsu However, the group 
has historic links with 
Chrysler, and some analysts 
believe the two may con- 
clude some sort of deal. 

In the meantime, the 
weaker manufacturers are 
busy cutting costs. Mazda, 
for example, has made 
annual savings of $40m at 
the North American busi- 
ness alone. Nissan is aiming 
for annual savings of Y400bn 
a year by March 2001. But 
although such moves may 
appear impressive, without 
an economic upturn in their 
domestic market, they may 
not be enough to rescue the 
Japanese motor industry's 
weaker brethren. 


Capacity rises, demand slides 


In the first half, with plant 
capacity operating at only 40 
per cent Korea may produce 
at most 2.1m cars this year 
against 2.8m in 1997, a par- 
ticularly troubling statistic 
given that Korea’s total car 
production capacity is nearly 
5m vehicles annually. 

Second-half prospects do 
not look promising. Exports 
are expected to suffer fur- 
ther because of economic 
troubles in south-east Asia, 
one Of Korea’s main overseas 
markets, and a continued 
weakening of the Japanese 
yen. Domestic sales are pre- 
dicted to remain sluggish. 

Korean carmakers have 
responded to the crisis by 
trying to restructure, includ- 
ing shedding workers. But 
this has brought new prob- 
lems by triggering strikes at 
the three biggest carmakers. 
Hyundai suffered from a 
month-long Industrial action 
that caused Its exports to 
plunge by 63 per cent in July 
because it could not meet 
overseas orders. 


Thailand, once a microcosm 
of south-east Asia's booming 
auto industry, is now both a 
shining example of overcapa- 
city throughout the region 
and a laboratory for multina- 
tional automakers trying to 
deal with the rapidly-chang- 
ing market environment 

The collapse of Thailand’s 
vehicle market has been dra- 
matic. From 589,126 vehicles 
sold in 1996, then the largest 
market in south-east Asia, 
sales fell 38 per cent in 1997 
to 363.156, lower than Malay- 
sia with one-third as many 
people and Indonesia with 
one-half the income levels. 
In the first half of 1998, sales 
were down 72 per cent to 
70,227, and industry analysts 
Automotive Resources Asia 
project sales for the whole 
year will barely top 150,000, 
less than half 1997's. 

Meanwhile, new capacity 
continues to come on 
stream. In July Ford and 
Mazda started producing 
pick-up trucks at their new 
factory, which is capable of 


turning out 100.000 vehicles 
per year, plus 30,000 knock- 
down kits. General Motors 
plans to start production at 
its new Thai plant in early 
2000, although initial size 
has 'been scaled back to 
fewer than 50,000 vehicles 
annually and the company 
has yet to decide wbat kind 
of vehicle it will produce. 

Some mothballing of old 
Japanese plants, particularly 
at Mitsubishi has occurred, 
but they have been replaced 
by new facilities capable of 
producing export-quality 
vehicles. 

The casualties of this over- 
capacity are numerous. 
Chrysler saw its Joint-ven- 
ture assembler and retail 
network operator go out of 
business and become entan- 
gled in a legal dispute with 
its foreign bankers. South 
Korean carmakers, with the 
exception of Hyundai have 
virtually disappeared from 
the scene. European produc- 
ers. replying mostly on 
imports, have been hit hard 


by the devaluation of the 
baht and an increase in 
Import taxes. 

The Japanese carmakers 
which dominate the market 
have been engaged in dam- 
age control They have been 
forced to bail out and take 
over their local subsidiaries 
when Thai partners have 
been unable to fund costly 
capital increases. A vast net- 
work of parts suppliers has 
also been given financial 
help, leaving the companies 
with little cash to Innovate 
ou consumer financing, 
although the local affiliate of 
Nissan has turned over its 
financing programme to GE 
Capital of the US. 

With the collapse of much 
of Thailand's financial sec- 
tor, such in-house financing 
packages are turning out to 
be a crucial factor in separ- 
ating the winners from los- 
ers in the overcapacity 
conundrum. Ford is iwiting 
the way through its affiliate 
Ford Credit, offering pay- 
ment schedules timed 


around the rice harvest in 
rural areas, for example, and 
is one of only two carmakers 
in Thailand to show a rise in 
sales during the first half of 
the year. 

The company is also put- 
ting emphasis on its service 
network as people expect to 
keep their cars longer. 

“For me, overcapacity is 
really just competition,” 
says Timothy Dunne, direc- 
tor of Automotive Resources 
Asia “Sure there is going to 
be a shakeout, but those who 
see tt as a problem are 
people who can’t bring it all 
together - product, market- 
ing and financing.” 

If the US automakers are 
more competitive with finan- 
cing, the saviour for the Jap- 
anese may be exports. The 
export of vehicles and parts 
grew 84.7 per cent year-on- 
year in baht terms in the 
first half of 1998. with car 
exports recording the high- 
est growth rate, up 144 per 
cent year-on-year to 
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From facility design to facilities management, 
HMH companies have made automotive paint shops 
their second home. Haden Drysys International 
combines turnkey project management with leading 


edge paint finishing technology. MadLsllan International 
delivers technical and non-technical support services 
specifically geared to automotive environments. Both to 
the highest standards worldwide. 
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Turmoil in Asia New and updated 

After the storm, 
a sales trickle 


Mercedes looks for big revival 


Indonesia’s economic hurricane has 
left the country’s motor industry in 
tatters, writes Sander Thoenes 


By the time rioters tore into 
the showroom of Soebronto 
Laras, breaking through bul- 
let-proof glass with a flag- 
pole. there was little left to 
damage. 

The staff of lndomobil 
Sukses International, Indon- 
esia’s second-largest car pro- 
ducer, had removed the 
Suzukis, Volvos and Nissans 
from the four-storey show- 
room and hidden them in 
the back alleys of a nearby 
neighbourhood, just before 
gangs of looters raged 
through the area in a spate 
of violent riots. In early 
August, the showroom still 
looked like a tornado had 
hit. For lndomobil, however, 
the riots were a storm in a 
teacup compared to the eco- 
nomic hurricane that has 
raged through Indonesia for 
just over a year now. 

Car sales have slowed to a 
trickle of 2.000 units a 
month, or 5 per cent of last 
year’s high. Production at 
most plants has halted even 
though the collapse of the 
rupiah has made Indonesian- 
made automobiles the cheap- 
est in the world, with some 
Japanese models selling for 
as little as S3 .000. 

u We stopped production in 
February and we still have 
10.000 cars in stock,” Mr Soe- 
bronto sal’s. “Sales are basi- 
cally dead.” 

Herman Latif, chairman of 
the G aikin do association of 
automotive industries, says 
he expects sales in Indonesia 
to drop to 60,000 in 191 s. 
from 386.000 last year. Worst 
hit are the component pro- 
ducers, which saw orders 
collapse well before automo- 
tive sales did. 

Astra International, the 
largest vehicle producer- 
which teamed up with 
Toyota to make the popular 


Kjjang family van, said it 
would resume production in 
September after a three- 
month lag but for only 1,000 
units a month compared 
with 7,000 month last year 
because it was losing money 
on each car sold domesti- 
cally. It is negotiating with 
Toyota to allow for exports 
to Malaysia and other mar- 
kets now supplied from 
other Toyota plants. 

Although most producers 
still have old stocks of parts 
that were imported or 
bought at higher rupiah 
exchange rates, more and 
more components need to be 
imported at the current 
exchange rate of about 
Rpl2,000 to the US dollar. 
While the dollar has more 
than quadrupled against the 
rupiah In one year, car 
prices have only risen 60 to 
150 per -cent, as producers 
cost calculations were over- 
taken by a further slide in 
the rupiah before the car 
reached the showroom. 
Astra calculates its prices at 
Rp7.000 to the dollar. 

Even low-budget cars, 
which should attract those 
who one year ago could 
afford a BMW, are not sell- 
ing. 

Mr Latif says the industry 
has already cut 30 per cent 
Of its workforce and that 
there will be further cuts 
this year. 

Hyundai was one of the 
lint to drop out of Indon- 
esia. axing a troubled ven- 
ture with one of the sons of 
former President Suharto. 
Daewoo has thrown in the 
towel as welL 

Toyota and the other lead- 
ing investors claim a contin- 
ued commitment to the Indo- 
nesian market, bound to 
revive in the long run, but 
most are tied up with very 


troubled partners. lndomobil 
is part of the ailing S alim 
group, while Astra, a diversi- 
fied conglomerate, has 
acknowledged offshore debts 
of *lbn and domestic debt of 
Rp 2 , 000 bn. 

Genera] Motors earlier this 
year bought out its local 
partner, a relative of former 
President Suharto, and 
became the first wholly for- 
eign-own ed car producer. 
Analysts expect Toyota, 
Suzuki, Daihatsu and Isuzu 
to follow suit rather than try 
to save the Indonesian con- 
glomerates they teamed up 
with. 

Toyota has denied plan- 
ning to increase its stake in 
Astra-Toyota. however. 
Astra said it was negotiating 
a restructuring of debt with 
foreign creditors and sale of 
a semiconductor subsidiary 
bnt has so far presented 
nothing close to meeting its 
challenges. 

Mr Soebronto says Suzuki 
has continued to invest with- 
out demanding a larger 
stake in its venture with 
lndomobil. Instead. Mr Soe- 
bronto says that some of 
Indomobil's subsidiaries, 
such as a new Dunlop tyre 
factory, will be sold to the 
foreign partners while less 
viable companies will be 
allowed to go bankrupt 

The best news, for Astra 
and lndomobil. is that their 
most fearsome competitor 
has quietly dropped out of 
the race. A son of former 
President Suharto had 
teamed up with Kia Motors 
of South Korea to produce 
the Timor sedan, with gener- 
ous tax exemptions that 
would have killed competi- 
tors. Mr Suharto bowed to 
the International Monetary 
Fund earlier thfa year a nd 
removed the exemptions 
before production Parted. 

Without Mr Suharto to 
twist the arms of local banks 
to finance an assembly fine, 
most analysts have declared 
the Timor dead. 


Mercedes-Benz says it 
believes it can Increase sales 
of its flagship S-class large 
cars by 60 per cent with an 
all-new model it is to launch 
In the next few weeks. 

The new range should 
recapture sales lost by by 
the outgoing model to rival 
cars, notably BMW’s latest 
7-series, according to Jttrgen 
Hubbert, Daimler-Benz 
board monber responsible 
for passenger cars. - 

The current S-class sold 
60,000 units last year, down 
from 80,000 when the car 
was launched at the start of 
the 1990s a decline reflected 
in market research showing 
a preference by many 
potential buyers for a more 
“driver-friendly” car than 
the two-tonne, double-glazed 
.current model 

Mercedes engineers have 
reduced the weight erf its 
successor by around 300kg 
and much improved its 
dynamic- capabilities as part 
of a strategy to recapture 
more enthusiastic drivers, 
said Mr Hubbert Fuel 
consumption is improved by 
13 to 24 per cent over the 
previous modeL 

Mercedes-Benz hopes to 
restore annual world sales to 
at least 80,000 when 
production is fully on stream 
in 1999. 

The new car represents a 
significant advance 
technically, with extensive 
use of-alumnium in the body 
structure and sophisticated 
electronics systems. These 
indude an "access 
authorisation” system, 
making dear and ignition 
keys redundant, and an 
“intelligent" cruise control 
system - called Distronic - 
to keep the vehicle at a safe 
distance from the one In 
front 

Despite being marginally 
smaller than the outgoing 
car, interior room Is 
increased significantly. 

Mr Hubbert dismisses 
hostility from 

environmentalist groups and 
increasingly restrictive 
regulations on exhaust 
emissions as being likely to 
undermine tbe large luxury 


Looking neat Interior of the Mercedes S-class 


Looking ahead: 
How Ford's new 
Transit might took 



car sector in the future. The 
new model, which has three 
valves per cylinder engine, 
meets Californian ultra-low 
emission (Ulev) 
requirements. 

The launch of a new 
S-class is seen as wholly 
compatible with the 
company's decision to 
resurrect the Maybach name 
for a super-luxury car which 
Mercedes-Benz is to launch 
in 2002 and which is 
intended to compete with 
Rolls-Royce and Bentley. By 
then the two UK car brands 
will have come under the 
control of BMW and 
Volkswagen respectively. 

■ One year after Fiat's 
Ferrari, ■"supercar" 
subsidiary took control of 
Modena-based Maserati, the 
luxury sporting car maker is 


poised to launch its first 
entirely new model for two 
decades. 

The 2+2 Coupe is to be 
unveiled at the Paris motor 
show at the end of this 
month, with a 370 
horsepower. 

twin-turbeharged engine and 
what its engineers claim are 
state-of-the-art electronics. 

Paolo Marinsek, managing 
director of both Ferrari and 
Maserati, has overseen a 
complete reequipping of 
Maserati's 60-year-old 
factory, including the 
introduction of robotics, to 
eliminate the quality 
problems which plagued the 
formerly De Tomaso-owned 
venture. These were partly 
responsible for sales of the 
existing Quattroporte model 
falling to fewer than 700 last 
year. 


The Quattroporte itself 
has been heavily revised to 
be sold alongside the new 
Coup6, with half of its 800 
main components changed 
as part of the quality drive. 

Most intriguing to 
industry-watchers are what, 
precisely. Fiat's long-term 
intentions towards its latest 
automotive acquisition 
might be. By the time an 
open two-seater joins the 
range around 2001 Mr 
Marinsek intends Maserati 
output to be approaching 
6,000 cars a year. But with 
an envisaged price range of 
*70,000 to *125.000 for the 
product range some industry 
observeis conclude there is 
potential for considerably 
greater volumes. 

■ Ford is using this week’s 
Hannover commercial 


Looking to compete: 

The Mercedes S-class 

vehicle show to unveil a 
concept indicating the 
possible appearance’ and 
features of Its 
next -generation Transit 
panel van. First introduced 
more than 30 years ago, the 
Transit last year was 
western Europe's best-selling 
vehicle in its class for the 
ninth time in 11 years, with 
140.891 units sold. 

Hie company is giving no 
firm indication of when the 
current generation Transit 
will be replaced, and in the 
meantime has made several 
significant technology 
improvements to it. These 
include a clutchless manual 
gearbox and automatic 
braking distribution to 
maximise braking 
.effectiveness at each wheel. 

John Griffiths 
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Statistics / Guest column 


Boom in Europe 
boosts Germans 


As demand tar raw care plummets in Asia, 
decants tn South America and remaiitaTwefifty 
in North America, western Europe Is wfeiftig • 
83 the strongest of tfre world's leading car ' ■ 
markets during 1996, to trie dear benefit of 
those carmakers with significant sates exposure, 
to the region, writes Jaothan Storey. 


. TheGannan mawtecturersbaveafl 
reported steSuttiai increases in ttwr 6rst- 
tein 998 profits, ranging from a 
compaaaJvtff modest 175 per cart rsa at 
BMW ta a 70 per rant increase at VW. 
:W5 first-half petlonrance was tempawl ■ 
foe 3-Series drengeaw arid co n fin ing 
i at Borer, WWch'was ffltwreety 
• affected by flw-strongih of staffing. 

Datate-aawreportHtaMpercwrtriseio 
openteftQ pmtt wwiitts car dhttn, " 


reffectag buoyant fflgron safes Jenerafly ‘and 
posrtire recaptiflnsfw'rteWfBodeiai'nw '- ' 
knprovane/8 In VWB resufts is pertfy. 
attrtaitaMe to its higher sates wtemeski 
western Europe and Worth America Hpe mm r. 
theKmpenycanalsobeseHitDbe- 

benefltfagfromfac^-aifflnaaite ; 

lattetahattoi poficjr which is (flntSyj- : 
enabfing Kin tap the scale a cq n on fw 'cifiBred ■ 
by its four-man|ii9 Structure Vv.'.l 
The French producers doiHtahteanCaf “ 


taterim prota bet both bare reported double 
-rSgttrwenuftflwtith (fating the that sh 
months of this jfssr. 

Despte BCanomtc news from Japan being 
OT anrffintfy tfoony. Honda and Toyota eadi 

reported rtttrt net pnrfte tor the year ended 
March 1998. Both companies bensSed tram 
succeed mqdefeii tla booming' North 
American. Igte truck market and sates growth 
JoEwopa'. . 

‘ • liw atetfiidpgtooRi In domestic Dght truck. 


sate u nd g rptu pBdCbrydcr*» neatest . 
inoonw durinjyftfttet-hdtof lflOftFasi / 
ao perforaafdrontfr a dgfe g tftrfrst- 7 
had of lt«a year, ttelperrby improved earrings 
to Europe. afs-fimf-haS sanaogs tress 
adrenaijr affected by sofa actor AIM 
component pinto. tee impact of wftfcft is 
catenated stSt.2» altar to. .• 


ffewregislratfonsDf 


Data prorkterf by 
Enro p — n Aa rtom o—a 




Passenger car producers 

. 




• >■ 

REVENUE 






. a. *r 

Europe- 

Currency 

1998 

199 r '. .' >_ 

Percentage cfcaoge (199&'97> ’ 


BMW 

DM{in) 

30949 

29103. 

' , 

| 6 Jftb ' 


mn , 

■30648. 

24680 


SB 22-7% 


VW Group 

DWn) 

E 21 

56547 

• ... 

■ 16J% 

Rat Auto 

Wrn) ■ 

12700 

T1858 . 


■ 7.1% 

PSA 

FFrfm) 

116035 

100719 


■ mz* 

Renault AirtomoWle 

Fftlmj ... 

. 97100 

80090 . 


tea 2 i 2 % . 

Volvo Cars 

SKqm) . 

50453 

’■’461®) .*• -’ ■ ■ - 


| 4J8% 

Japan 


' floras an fatiu pteMUH^Atacagr fteuiteXlnaMrir- - 

• ’ - ’ 

Honda 

. 

5999.7 

ms 


■ 132% ■ . 

Mazda (non -consol) 

Yftm) •• 

15113 

•1426.8 

1 

|8M 

Mitsubishi (non-consol) 

Vlbnl- 

2500.6 

26659 

-3J*| 

‘ - : 

Nissan 

Vflml 

6564.6 

6470.4 

J 

18% 

Toyota 

yam . 

11678.3 

12243.8 ’ 



US 


-- fores ntoryia- to Itact) 



Chrysler 

5|m) 

33800 

-30500 

) 

|108% 

Tord 

SOn) 

73673 

77579 ■ . 

w 


Ol 

S(iii) 

69889 

77198 



PROFIT* 


forts « to tar jmtod JhkIob 




Europe 

Currency 

.1996 

1997 . ' . 

* Percentage efcange (1988/97)- •• 


BMW 

DMOrt . 

. 511 

435 

1 

■ 17.5% 

Damter-Benz (cars) 

DMOn) . 

. 2071 . 

.1547 , . . 

1 

Ki 319% : 


VW Group 


DM(m) 


831 


488 


703% 


Fat Auto 


Ubn) 


16 


136 -8&2K1 


PSA 


FFrtm* 


ns. 


Renault Automobile 


FFqm) 


Volvo Care 


St&tnt) 


1840 


2154 


-148* 


Japan 


■Honda 


Y(bn) 


260.6 221-2 


Mazda Inon-cOrncA 


Yfbrt) 


115 


6.1 


Mtsubtehi (nan-consd) Yfljn) 


-25.7 15.1 -Z70J% 


fessan 


V(bn) 


-145 


77.7 


-1198% 


Toyota 


YOm) 


454.3 3655 



^ 

Cfrryster 


2055 

1512 

35£% . 

Ford 

S(m) 

3895 

3610 

■ 73% • 

GM 

Sim) 

1993 

3894 

-484% 


• Nat prate except Oaxmw-Beiu. Rat Auto mt Renerit MamMe {opendng jnS) 


rPPoducfionrf passenger cars rooo) 



' •:>’ : 


' 1995 

1998 

1997 

- 1988 

. 1997 

Scftengr 

Western Europe 




.(letW) , 


tiaUUMT) 

t. -Austria. 

59’ 

.’ 87 

01 

46 

... 48 

v.-SJ-, 

:Ja(gtem 

1168 

1144 

K3 

‘ -.477 

564 

-15.4 

•-ftebBid - 

0 

. 0 

. 2.0 

VM-- 

tt 

/. 

"France . ; 

2193 

2277 

2541 

i30i 

' •’ 1188 ' 

>5..; 

’■ Gsruany 

3853 


4209 

• '•2367 •• 

- 2168 

9 2 

Biy 

1422 

1318- 

1583 


- 814 

. -13. . 

Netfwriands ' - 

’ '100 

• 148 

107. 

• 122 . 

'.: 91 

; 3&o . 

Portugal 

"731- 

• 153- 

186 


02 

• TJ5- •- 

spam • 

1959> . 

.'..ifi-e 


HIT 

1064 

' :-*s 

Sweden 

• 244. 

224 ' 

230 

'- 105 ' 1 

•V- 118 

' -TtlS: ' 

. UK ’’ ■’ 

''1532: . 

'. 1886 :’ 

1608 . 


- 878 

SI 

Total 

12803 

13034 

13732 

7381 

*7024 

4-8 

Eastern Europr. 







. Bulgaria. 

. ,2J> ; 

Jtju- 

O' 

'•o 

0 

' • 

Former CSFR . — 

-las ; 

.240.; 

'• 321. 

• 197 . 

158 

2*9 . 

• Former USSR. ’. . 

-B93 ■ 

-•«P 

1096 

/ .. 562 

560 

.. w 

' former Yugoslavia- 

• 7b - 

■ : 

• 11.0 

-40 

50 

4*2 

How 

, 39 

. ;52 . 

64’ 

r; -40 

31 

• 29 2. ■ 

Potaid 

’• .366- •• 

393-- 

--3W 

.-.•217 . 

■ 183 

1 S 8 

'•Romania . 


’ fl17 

124 ' 

- 66 ' 

63 

4.0 

Total 

.1991 

1702 

2015 

1000 

1000 

9.1 

Matt America Free.Trade’Assocation 

% Y' 




Canada — 

■; 13S7- 

$1292 

.1376 

:a43 

797 

‘5A 

Mexico 

697 

t 80£--- 

" "839 ; 

S 483 •• 

417 

18J 

US \ 

6342 - 

y 6070 . . 

/ 6007 

'• 2775 . 

"2888 

-3.9 

Total 

8397 

8183 

8222 

4112 

4102 

02 

Lida America 




• 



Argnilta 

227 / 

■ 284 •: 

. 326 - 

- ITT . 

157 ' 

8.6 ' 

Brazfl- 

1303 

>467 

'.1676 ' 

;• 694 * 

^ 839 

*17i 

Rwt’of Latin America -’ o 

.•• ID - • 

• iub 

" / 7b \ : 

. 6 J> 

16-7 .. 

Total 

1530 

1734 

. 2D13 

872 

1002 

-134) 

Asia . •' 


•V- I • ; ' 

•. r •:•. 

i ** • 



Oilna.. . 

•262 


'•'37a 

:: 'IBs 

■ 185 

- 0.8 ' • 

India 

• 394 

. - 1 

. - 474 .. 

■ 233 

245 

. -4* . 


-781.1 

7854". 

B482-- 

• 4137 ' • 

4416 

-65 

Malaysia 

183 

228 : • 

.-225 

.■ 95 • 

136 

-31 J : . 

Soutt Korea . J 

. 2003 

■2265.. - 

2308 

. 765.. 

.1180 

- -34 V- . 

Taiwan 

282 . 

265. 

. 256 

' 134 ' 

132 

i.7 ••:• 

Total 

10716 

11414 

12132 

5547 

6276 

-IIjB 

~ ^ ’ • • l- 

Amtnfia 

r 320' . 

•I fflJ V 

>' 300 

: -'T58 : - 

. T57. ' 

- 0.8 

South Africa .- 

-182, 

175^ • 

■ 17! 

•' '85 ' 

• 89 

. -4.8 • 

Tlrtey 

207 *• 

.’.190 : 

225- 

'.'128 

.111 

• 1 S.I . 

WORLD 

35S45 

35745 

38811 

19350 

19780 

- 2.1 




i _-r 



•• 


Western Eorope 

1995 

• .190^7/ 


- 1988 

" 1907 

- . <wm t***igm. 

SX'-,- 


■IBFT'fSii 

mm 

mm 




K3 

m mm 

MIIMMZm 


mmm 

'i'Otenarit ■ 

■ 136 


,^v 


:. ; ;V * It 

i?5£r 7 J*»v 

Ffefert 

so 


".MS 

V- 68 

/- 59 - 


franco . 

1931 


imL 


. ..-785 

mmm 

etemany - . 

Em 


tzimi 




9tKt 

125 . 




^EUB 


.. irefard 

HE3 

mxt39i 

mm 


69'.-. 


Jtah 

■ 1745: 


2412 3. 

j .1380- 

- .1297 - 



29 


32 

27 

19: 

:. r :ri.W^V 


-.446 


478 * 

312- 

- 


•tatogal ' 


j ■ r 219^ :: 

. 214.- 

127:.V 

?^112- 


. Spate 

834 

: : \0!1 . 

1018 1 

5B2-: 

:610 


.Steeden 

170 


;-225-' = >- 

■ 128 

.Ml*-/ 


bk - 

19*5 

■ -•?«*:-■ 

2irir 

liar-: 

•• 1955” 


- Itavay 

01 

• : 125. 

12^ 

it 

e" 


• Swtwlantf 

•268 ' 

"• "STJ-.-V 

mi 

268 

156- 

..rMM 

- 08m 

"14 

- . 14r.,- ? 

is' •; 

8 ' 

3 


Total 

Eastern Ereope 

12095 

T V ..=■?. 

.T . 




Biiqarta • — 

11. 

7- ■ vr.r? 

ifS.y. 

;0 - 

.. .^7 ■ 


FonnerCSffl 

136 



98 , 



Former USSR 

767 

• 841 • 

907 

488 1 .- 

472-- 



68 

-x>"6 T-- 

so - 

«r 

•- - ; 36 : ■. 


Hunger 

m 

75^.: 

80 ' . 

46 

• 35 


Poland 

264 • 

' 374: '■••• 

■ 461 ' ’ 

275 

S62L-: 

--.r^Ar 

■ Romania 

88 

•r ST - " -: 

MEim 

52 

49 

-:v:^£ = 

Total 

1401 

1689 

1883 

1008. 

082 

2J c 

north America Free Trade Association 





Canute 

677 

• • €70- 

740 - 

367- • 

388 

• -03 : 

1 fata fr,i 
(pcmCu 

117 

•• ■ r ’200'"-? r 

• 300 .•••• 

• 198 -- 

■121- 


US 

8636 . 

8521 Vi-’. 

62.77 ■ 

4189- • 

- 4237 

-1.7 : ;i 

Total 

9430 

9390 

9317 

4774 

4746 

08 « 

Latti America 


. 1 •*; ' 

• v 



. . 

Amendna 

275 

■ 296 J.-,.- 

316. • 

175.' 

.; i4s. 

2fii ' 

Brazi 

1411 

.'1401 . ..1575 . 


- .786 

-1!L5 -y 


529 - 

540 . "■ 

680 

KjEWS 

y*9- 

ZS ;•*: 

Total 

2215 


2561 

1128 

1241 

-9 A 

Asa 


-"• V :'.'-• • 


7- ; ? • . 

•;;•-. 


CNna 

433 

' '- 390 ; . 

465 

2!7 

mzm 

.22 • 

trxfia 

384 

• .465 ;• 

480 

267 . : 

, 264.. 

• -Z7 

tedonada 

38 


' 74 • 

VB.,' 1 ' 

:-v55: 

‘-77;0. 

Japan • 

4444 

im ..v ; 

4492 " 

2S71 

•2400 

• -13.7. 

Matamte 

22S 

280 V 

315 • • 

' 59 

'145-.-. 

*. -663 .: 

PMIppne* 

71 

-89 . . . 

. 75 

21 . 

^ 41, 

:-497 

Soutb Korea 

iTTTM 

:,1247. 

1159 ■ 

245 

542.; 

i .^ssi ; 

Taboo 

415 

. 363. ^ 

.356-: 

-185- . 

180 

2.6- 

Poland 

163 • 

.. - 

02- 

24 ;,.- 

•- 88 

,--73,1-;-- 

Rtatof Aeia 

172 

185 •• 


- 

.130 

-30.7 j.-. j. 

Total 

7432 

7904 

7757 

3166 

4048 

-218 

ipddteEast 



- 


; ... * 

.... ;■ 

Turkey . 

199 ' 

217 

295 . 

-.131; . : 

-V-lZ7r . 

.3.2. 

Rea ottette East 

454- 

409.. 



^ 292 . 

.7^ 

Total 

662 

. .718 

835 

445 

419 

M 


Africa 

458 

550 *. 

'625 ' 

263; 

289 

-- -9.1 

Oceaiia 

568 

583 . 

588-.. 

301.- 

: 279 

60 

WORLD 

34211 


18739 

18892 

-1J 


Daewoo 
challenge 
to VW 
steps up 


Central European new light vehicle registrations 

January-Jiste 1998 


Volkswagen, the top-selling 
auto group tn western 
Europe, continued to 
dominate the fast-growing 
markets of central Europe in 
the first half of this year, 
although its lead over the 
South Korean manufacturer 
Daewoo narrowed. 

Overall, half-year sales 
rose 6.1 per cent from 552301 
units in the first six months 
of last year to 586.468 units 
in 1998 in the region of six 
countries comprising the 
Centr.il European Free 
Trade Agreement CCEFTA) - 
the Czech Republic. 
Hungary. Poland. Romania, 
Slovakia and Slovenia. 

VW - including the Audi. 
Seat. Skoda and WV brands 
- has ranked first in CEFTA 
since overtaking Fiat at the 
end of 1996. But its 
performance has regressed 
this year, amid a big 
downturn in its main 
market, tbe Czech Republic. 
The company's half-year 
sales in the region slid 4.6 
per cent from 125379 units 
in 1997 to 119336 units in 
1998. 

Daewoo, which has 
become a CEFTA power by 
busing six state-owned auto- 
makers in the region since 
1995, boosted half-year sales 
16.9 per cent from 93.093 
units in 1997 to 108.830 units 
in 1998. This growth cut 
VWs edge over Daewoo 
from 32,486 units last year to 
ll.lKW units this year. 

Daewoo. Fiat and VW were 
the only automakers to sell 
over loo.ooo units in CEFTA 

in the first six months of 
1998. They accounted for 56.7 
per cent of all sales. 

Following this Big Three 
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The difference 1 0 years make 


Bob Lutz, outgoing vice-chairman of Chrsyler, looks 
back on some of the company’s turbulent history 
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of central Europe were 
Dacia, of Romania, with 
51.886 units. General Motors 
(39.066). Ford (28.588) and 
Renault (28.260). 

The survey, prepared for 
the Financial Times by RJT 
Information Services, covers 
new vehicles up to 3.5 tonnes 
gross weight. 

VW has built Its lead on a 
broad presence in the region. 
The German auto group still 
centres its CEFTA strategy 
upon Czech brand Skoda, 
but it also assembles models 
from each of its four brands 
in Poland. It makes gear- 


boxes as well as VW passen- 
ger vehicles in Slovakia, and 
it recently started assem- 
bling Audi's new TT sports 
car in Hungary. 

Competition in the region 
is likely to intensify as Dae- 
woo, Fiat and Skoda plan 
significant expansions and 
renovations of their CEFTA 
plants. GM and Suzuki have 
co-destgned a mini car for 
central-eastern Europe, and 
each will start independently 
to make and sell versions by 
2000. 


Ryan James Tutak 


“Looking back" in the 
automotive industry is con- 
siderably easier and more 
pleasant than “looking for- 
ward" - and more accessible 
to the layman. 

The predictions of the 
future are usually the prod- 
uct of some weighty think- 
tank. or are authored by 
renowned professors at 
equally renowned universi- 
ties. One such tome was 
entitled “The Future of the 
World's Motor Industry’'. It 
appeared in tbe UK in about 
I960 or so and. yes, it was 
written by a famous British 
professor. 

It is, 18 years later, an 
hilarious read. Where else 
could you learn that Chrys- 
ler was doomed, to be 
replaced as a member of the 
"Big Three" by the now- 
mighty American Motors, 
freshly armed with money 
and talent from Renault 

In due course. Chrysler 
came through the 1979-82 
brush with bankruptcy, 
acquired AMC from a much- 
relieved Renault in 1987, and 
promptly found itself in deep 
trouble again in 1990. It was 
a classic Chrysler situation: 
entering a recession with too 
little , cash, too much debt, 
and, bn the whole, an unre- 
markable product line. 

Losses piled up. cash 
flowed out. and this time 
there was no hope of getting 
the US government to pro- 
vide loan guarantees. The 
company acquired a new 
first name in the world's 
press: beleaguered. 

Less than 10 years later 
the Daimler-Chrysler deal Is 
described as a -merger of 
equals". Chrysler is the 
world's most profitable car 
company on a per-unit basis. 
Vehicle launch after vehicle 


launch produces an unbro- 
ken chain of bits. Forbes 
magazine named Chrysler 
the "Company of the Year" 
in 1996; and the vaunted Jap- 
anese. despite help from the 
dreaded “weak yen", are all 
struggling, with the notable 
exception of Toyota and 
Honda. 

How this reversal of for-, 
tunes came about is the sub- 
ject of my book, GUTS. The 
Seven Laos of Business that 
Made Chrysler the World’s 
Hottest Cor Company. It was 
an easy task because it pro- 
vided me with a handy plat- 
form from which to advance 
my controversial views on 
what works and what 
doesn't in leading a large, 
consumer products organisa- 
tion to success. 

As we Americans are wont 
to say: “It ain't rocket sci- 
ence.” I built the book 
around a set of simple core 
beliefs I have long held and 
the application of which will 
enhance most organisations 
that find themselves in a 
competitive battlefield. 

The “Seven Laws", briefly, 
are: 

• The customer is not 
always right 

Of course we must listen 
and fill customer needs, but 
overly-researching consumer 
preferences is a rear-view 
mirror at best Truly great . 
breakthrough products are 
the result of a “right-brain" 
inspiration on someone's 
part. The manufacturer's 
role .is to come up with a 
new solution to surprise and 
amaze buyers because it’s 
beyond what they ever imag- 
ined. 

• The primary purpose of 
business is not “to make 
money". 

WeU; of course it is. but 


It’s a question of confusing 
the mission (build great cars 
and trucks) with the reward 
for accomplishing the mis- 
sion (profit). If, as is often 
the case, the focus is forever 
and only on “profit", the cus- 
tomer and the creative pro- 
cess that generates great 
new products will be 
neglected. Imagine choosing 
between two places to eat: 
one restaurant is owned and 
operated by a family that is 
passionate about food, the 
other is owned by a financial 
group seeking to maximise 
return on investment. An 
easy decision. 

• When everyone is doing 
it, don’t! 

There’s a huge fad-trend 
thing that sweeps through 
business. One time it’s 
“diversification"., driving 
companies to buy foolish 
businesses they know noth- 
ing about in the name of 
“counter-cyclicality". The 
next wave might be some- 
thing like “must invest in 
China". The chief executive 
who gets asked repetitively 
by the press and Wall Street 
analysts, “Why are you so 
slow on your China strat- 
egy?” quickly gets the Idea 
he’s - missing something and 
orders a China strategy. 
These “forced" actions, 
taken not because they 
Intrinsically make sense but 
because of “peer press ore", 
almost always result in 
disaster. Better wait it out 
and be among the first to 
leap on a better train. 

• Too mneb quality can 
rain yon. 

This really has to do with 
the definition of quality, and 
industry often defines it nar- 
rowly as "lasts forever, 
never needs repairs". Men’s 
suits and women’s dresses 



Bob Lutz has bold a sot of 
temple core befiefs 


could be made to conform to 
that standard, but they’d be 
tailored from heavy canvas. 
Similarly, restaurants are 
rarely rated on how many 
bacteria-free calories pro- 
vided per monetary unit. 
Nor are motion pictures 
raved about because of flaw- 
less, rip-free quality of the 
film. The customer seeks, in 
addition to reliability, such 
Intangibles as taste, pride, 
aesthetic joy. The manufac- 
turer focusing, exclusively on 
"freedom from defects” and 
neglecting “customer 
delight", will soon go out of 
business. 

• Financial controls are 
bad. 

WeU. no. not really, but 
they are truly “bad” when 
they become all-powerful, 
all-pervasive and inhibit cre- 
ativity. change and experi- 
mentation. 

• Disruptive people are an 
asset 

They are usually the vocal 
malcontents who are dissat- 
isfied with the status quo 
and believe strongly they 


know a better way. Manage- 
ment should listen to them, 
for they are usually honest 
and candid, as opposed to 
the majority of quiescent 
drones who don’t care a whit 
as long as the paycheck 
keeps coming. All beneficial 
change in large organisa- 
tions comes through listen- 
ing to the impatient change 
agents. Silencing them is 
like sending the fire brigade 
away from your burning 
house because they’re tram- 
pling the lawn: it makes the 
situation momentarily more 
pleasant, but ultimately with 
dire consequences. 

• Teamwork isn’t always 
good. 

With the welcome demise 
of authoritarian manage- 
ment style, the pendulum, as 
usual, swung too far in the 
direction of “teamwork", 
“group empowerment" and 
"collective derision-making". 
Teams are good and neces- 
sary, but they will rotate 
endlessly in circles unless 
there is a strong leader who 
provides Inspiration, direc- 
tion, praise, criticism and 
who controls reward and 
punishment. The trouble is, 
actually telling people what 
to do has. in most recent 
times, become frowned-upon. 

All in all, many of today's 
businesses are run in far too 
uncreative. or “left-brained", 
a fashion, in which it is pre- 
sumed that all business deci- 
sions can be subjected to the 
intellectual rigors of quanti- 
tative analysis and research. 

I do not believe this, and 
have never attempted to con- 
ceal my distrust of compa- 
nies that are run purely “by 
the numbers”, without any 
sixth sense, flair , passion or 
.creativity, which are the 
hallmarks of truly fine com- 
panies. 

• Bob Lutz’s book is to be 
published by John Wiley in 
Ae US on October 16 ($24,951 
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A big name in motor fleet insurance. 


http://www.ecclesiastkal-insurance.co.uk 
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Fuel cells 
* more than 
a dream 

Kenneth Gooding looks at work 
I ^hat may make today's traditional 
engines a thing of the past 


Shell, the Anglo-Dutch oil 
group, and Daimler-Benz 
announced last month they 
are to co-operate in 
developing fuel cell 
technology. 

This is yet another sign 
that this technology should 
be taken seriously because 
Shell is obviously concerned 
•about what might happen to 
r its petrol stations if the 
motor industry eventually 
switches from using internal 
combustion engines. 

Fuel cells offer one of the 
most attractive alternative 
propulsion systems to 
today’s engines. Potentially, 
cars using fuel cells would 
have high fuel efficiency, 
create virtually no exhaust 
emissions, but have a range 
and performance that 
matches most cars on the 
road today. 

A fuel cell also shares 
many of a battery's 
characteristics - silent 
operation, no moving parts, 
and an electrochemical 
reaction to generate power. 
But, unlike a battery, a fuel 
cell needs no recharging and 
will run indefinitely if 
supplied with fuel. The 
chemical reaction in the cell 
is the combination of 
hydrogen with oxygen to 
produce electric power. 

Most of the world's big 
automotive companies have 
fuel cell development 
programmes and more 
prototype vehicles will be 
launched before 2000. 

Some companies have 
already established a 
timetable for the start of 
mass production. Last year 
Daimler-Benz, which started 
its programme as recently as 
1992, said it would build 


Daimler-Benz methanol reformer 
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Technology 

Magnesium puts 
cars on a diet 
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The metal is more widely used now 
that some problems have been 
overcome, says Kenneth Gooding 


40,000 fuel cell cars a year by 
2004, subject to a final 
decision in 1999. 

Ford, Toyota and General 
Motors aim to introduce 
commercial fuel cell models 
at about the same time. 

In the meantime we 
should see prototypes from 
Volkswagen and Peugeot- 
Citroen. fueled either by 
methanol or - like the 
prototype London taxi - 
stored hydrogen gas. 

"It is possible that, by the 
middle of next decade, more 
than 100,000 fuel cell cars 
will be produced each year," 
says Alison Cowley, author 
of the annual platinum 
market survey produced by 
.Johnson Matthey. 

Her company has a keen 
interest in the subject 
because it estimates that 
fuel cells to drive a 
medium-sized car will need 
10 grammes of platinum - 
and Johnson Matthey is the 
world's biggest platinum 
marketing organisation. 

There is a problem, 
however. Daimler-Benz is 
not rushing these wonderful 
cars into production because 
not many people could 
afford them. A conventional 
car driven by fuel cell 
technology would today cost 
about £130,000. 

Progress has been made, 
however. Ten years ago it 
would have cost £14m, and 
the stack of fuel cells 
would have left little room 
for the driver, let alone 
passengers. 

Also, environmentalists 
are not exactly enthusiastic 
about fuel cells. Although 
they emit no nitrogen 
oxides, sulphur dioxide or 
soot particles, some carbon 









dioxide does come out of the 
exhaust, along with air and 
water. Carbon dioxide is one 
of the gases blamed for 
global warming. 

Fuel cells have been 
around for a long time - 
they were invented in 1839 
by Sir William Grove, a 
British physicist - but their 
first practical application 
was in the Nasa - space 
programme in the 1960s. 
They provided power aboard 
the Gemini and Apollo 
spacecraft. 

The first fuel cell 
technology was suitable for 
stationary power generators 
but not for vehicles. An 
alternative was • developed 
during the 1980s. Ballard 
Power Systems, a nanaiUan 
company, saw in the 
technology a way of meeting 
California's emissions 
legislation, passed in 1990, 
which called eventually for 
some “zero emission" 
vehicles. 

The first full-scale 
demonstration of a fuel 
cell-powered vehicle came in 
1993 when Ballard launched 
a prototype bus. but it was 
another two years before 
Ballard could come up with 
a bus where the fuel cell 
fitted into the standard 


engine compartment and did 
not take up most of the 
passenger space. 

Six of these fuel cell buses 
have been sold to transit 
authorities in Chicago and 
British Columbia, and the 
first was delivered last year. 

Several companies have 
built care powered by fuel 
cells. Daimler-Benz uses 
Ballard technology and can 
fit fuel cells into small care. 
Toyota has shown two fuel 
cell versions of its RAV4 
multi-purpose vehicle, 
powered by its own fuel cell 
technology. Renault, Mazda 
and GM also recently 
launched prototype fuel cell 
cars. 

Last year Daimler-Benz 
and Fotd joined with Ballard 
to set up two new companies 
- one, ECo, will invest 
S420m to develop electric 
drivetrain systems. The 
other. DBB Fuel Cell 
Engines, will spend $32Sm to 
advance fuel cell technology. 
Today Daimler-Benz and 
Ford own 20 per cent and is 
per cent of Ballard 
respectively. 

Daimler-Benz says there is 
a clear division of labour in 
this association; the German 
group focuses on 
development of the complete 
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fuel cell system; Ballard 
concentrates on developing 
fuel cell stacks; Ford is 
responsible for developing 
the electric motor. 

Shell fits in because it has 
developed catalytic partial 
oxidation (CPO) technology 
whicb transforms 
conventional liquid fuels 
into hydrogen-rich gas. It 
will work with DBB to see if 
this and fuel cell technology 
can be harnessed. 

Only five months ago 
Daimler-Benz revealed it had 
developed the first fuel cell 
car using mwthannl as the 
fueL Known as Necar 3 (New 
Electric Car), the vehicle, 
based on the Mercedes 
A-class car, does away 
with the need for bulky 
hydrogen tanks for fuel 
storage but uses a system to 
convert methanol into 
hydrogen while the car is on 
the move. 

Ferdinand Panik, head of 
D-B’s fuel cell project group, 
said the tie-up with Shell did 
not mean the methanol 
system was being 
abandoned. He said: "We are 
happy that Shell now joins 
us and we can investigate 
together novel ways to 
supply the necessary 
hydrogen gas." 


Step into a new car today 
and you will almost cer- 
tainly get to grips with mag- 
nesium because this, the 
lightest structural material, 
is being used for virtually all 
car steering wheels. 

That is not alL Use of the 
metal is growing tester in 
the automotive Industry 
than any other production 
material. Up to the end of 
this century the main 
growth is expected to come 
from its use in cylinder h«irt 
covers, intake manifolds, 
steering columns. Instru- 
ment panels and seats. After 
2000 It Will be engine hoods, 
engine blocks, oil pans, grill 
reinforcements, wheels, roof 
panels, rear deck lids and 
structural supports that will 
get the magnesium treat- 
ment 

The metal, alloyed with 
aluminium, gfao or manga- 
nese, is being used to replace 
steel, al uminium and some- 
times plastic as carmakers 
attempt to take the weight 
out of their vehicles in the 
search for better fuel econ- 
omy. Its mechanical proper 
ties allow it to beat plastic 
for weight-saving, it weighs 
only 25 per pent as much as 
steel and, when alloyed, 
offers two to four times the 
high impact strength of alu- 
minium, its main light- 
weight rival 

The increased use of mag- 
nesium in die castings for 
the automotive industry 
jumped by 32 per cent last 
year compared with the 1996 
level. The material has been 
used by carmakers since the 
industry was bom - there 
was some magnesium in the 
Model T Ford - so what has 
caused this sudden upsurge? 

Two things in particular 
are responsible: the car- 
makers have put in place 


long-term supply arrange- 
ments; and some difficult 
technical problems have 
been solved. 

Not the least of the techni- 
cal difficulties was magne- 
sium's flammability - useful 
when it was used in incendi- 
ary bombs, but not when 
there was the likelihood of 
fine TTMg nft gjinn dust float: 
log around a factory. Also, it 
is prone to corrosion. Appar- 
ently these two big problems 
have been overcome. 

The car groups have now 
moved on to securing sup- 
plies. For example, Volkswa- 
gen owns 35 per cent of the 
|750m Dead Sea Magnesium 
project in Israel which began 
production late last year but 
is already delivering more 
than pnrmg h magnesium to 
VW*s Kassel gearbox hous- 
ings factory to cover its 
annual demand for 3,000 
tonnes. VW's partner is 
Israel Chemicals. 

Ford provided $3Gm for a 
demons t ration plaint and fea- 
sibility study for a magne- 
sium project in Queensland, 
Australia, that storied up in 
June thin year. It is to be 
followed by a $720m commer- 
cial smelter, and Ford has 
commited to a S2bn, 10-year 
contract to buy up to 45,000 
tonnes a year of magnesium 
alloy from this plant which 
won't be in production until 
well after 2000. The Austra- 
lian Magneahim Corporation 
is jointly owned by Nor- 
mandy Mining and Queens- 
land Metals. 

When Ford signed the 
deal, Carlos Mazzorin, 
vicepresident of purchasing 
for Ford Automotive 
Operations, said: “This will 
allow our engineering com- 
munity to leapfrog the com- 
petition by moving away 
from designs that call for 




small amounts of magne- 
sium to designs that call for 
much larger amounts.” 

Meanwhile, General 
Motors, which has been 
catching up with Ford, at 
present the biggest automo- 
tive user of magnesium, has 
concentrated on signing 
long-term supply deals. In 
1996 it contracted with 
Norsk Hydro of Norway, the 
biggest magnesium pro- 
ducer, to take a fixed 
amount of the metal every 
year and long-term pricing 
arrangements were put in 
place. GM also signed a 
long-term supply contract 
with Russia’s big magne- 
sium producer, Solikamsk. 

snHiwwrish wants S2l5m to 
expand its plant to take 
advantage of burgeoning 
demand in the west. Merced- 
es-Benz is said to be consid- 
ering backing this Invest- 
ment plan. The German 
group recently has been 
trumpeting the benefits of 
magnesium - the first of its 
cars to use the material in 
big quantities is the SLK 
convertible sports car which 
incorporates the metal in its 
body structure. Mercedes- 
Benz reckons to have saved 
half the weight of a steel 
body as a result 

Roskill Information Ser- 
vices, a UK market analysis 
company, says that the 
intervention of the car com- 
panies into the magnesium 
industry solves the problem 
of there being few producers 
and uncertainty iff supply. 
There wDl now be substan- 
tial increases in production 
capacity In the next few 
years, particularly in Can- 
ada, Israel and Russia and 
new projects in Iceland and 
the Congo, as well as Austra- 
lia. 

Consequently, says Ros- 
kiH , the use of magnesium 
by the automotive sector can 
be expected to grow at an 
average cf 14 per cent a year 
to reach 100,000 tonnes by 
2000. 


Discover Virginia. You won’t be the first British companie to do so. 


King James I obviously; had a good head for business. It was by his ordinance that the a harmonious working relationship. And they appreciate the access to major American 

Virginia Companie set up shop on the shores of Virginia’s James River 'm 1607. Nearly 400 markets offered by such gateways as Washington Dulies International Airport and The Port 

years later* British companies are still finding commercial success here. They’re attracted of Virginia. Perhaps it’s time you discovered the 

by the quality and depth of our workforce, in a state where labour and management enjoy advantages of doing business in the New World. 




Contact Andrew F. Flores. CED. Director. International Trade B> fe«s.-nrs: De .e'o^rr.er-V^inVa Economic Development Partnership; RO. Box 798. Richmond. Virginia. 231 * 8. U5A, 804-37 1-0632. Fax 804-371-8860. www.YesV -gnia.org. 
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delivering a 
World of 
Components, 

and 



Delphi Automotive Systems 
applies world-class technology 
across the widest product range 
in the automotive industry. With 
208 manufacturing facilities 
and 27 technicail centers in 
37 countries, Delphi can work 
with you to deliver integrated 
steering, chassis, electrical/ 
electronic, energy and engine 
management, thermal, interior, 
and electronics components, 
systems and modules around 
the world. To learn more about 
partnering with Delphi, visit 
www.dolphiauto.com. 
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AEROSPACE 

The French decision to privatise Aerospatiale is a 
big step towards a restructured European 
aerospace industry. Michael Skapinker reports 

Consolidation is 
name of the game 

W hen six European gov- within weeks the European aero- be privately owned. 

emments demanded in space game changed. So frustrated were they bj 
Julv that their defence The Irau 0/9C f ha PronnK anr. CVanr'h nnpammnnt'fi ralunt 


W hen six European gov- 
ernments demanded in 
July that their defence 
and aerospace companies explain 
how they planned to form a uni- 
fied group, it was difficult to sti- 
fle a yawn. 

Ministers from three or the 
countries - France, Germany and 
the UK - bad made a si mil ar 
demand in. December and had 
received a limp response. In 
March, Aerospatiale of France, 
Daimler-Benz Aerospace of Ger- 
many. British Aerospace and 
Casa of Spain, had told the minis- 
ters that they wanted to form a 
single European Aerospace and 
Defence Company (EADC> but 
that much work was needed 
before they could do so. 

By July, little had changed. 
Aerospatiale, Dasa. BAe and Casa 
were talking about bow to turn 
the Airbus Industrie consortium, 
which they own. into a limited 
company. There had also been 
some defence consolidation. BAe 
had bought a 35 per cent stake in 
Saab of Sweden. Westland, the 
helicopter division of GKN of the 
UK. had agreed to an alliance 
with Agusta of Italy. 

But. otherwise, little was hap- 
pening to suggest that European 
consolidation would match the 
pace in the US. where a wave of 
mergers and takeovers had pro- 
duced aerospace and defence 
giants such as Boeing and Lock- 
heed Martin. 

July’s European intergovern- 
mental statement saw Sweden, 
Italy and Spain joining the origi- 
nal three in demanding changes 
from their industrialists. This 
Lime they wanted details of how 
the EADC would be formed by 
October. Many observers 
shrugged. No doubt. European 
governments would issue yet 
another statement in December, 
demanding details of industry 
consolidation by next March. But 


within weeks the European aero- 
space game changed. 

The key was the French gov- 
ernment’s announcement that it 
would privatise Aerospatiale. 
Paris would achieve this by 
merging Aerospatiale with the 
defence interests of Lagard&re. 
the privately-owned publishing to 
missiles group- Lagardfcre would 
take a 30-33 per cent stake in the 
combined group. A further 20 per 
cent would be floated. The 
French government's stake 
would fall below 50 per cent. 

BAe and Dasa said the French 
government would still be too 
strong. They wanted its stake 
reduced further. But it was a 
watershed decision, nonetheless. 
Alison Wood. BAe’s strategy 
director, said France's partners 
would be waiting to see what 
effect the French government’s 
remaining stake would have on 
Aerospatiale's decision-making. 
“But it’s a step in the right direc- 
tion. We can make progress 
now.” she said. 

For the British and Germans, 
the French government’s insis- 
tence on retaining a controlling 
stake in Aerospatiale had been 
an obstacle to all attempts to 
move forward. Dasa and BAe 
both insisted that any new. com- 
bined European company had to 


Airframe 

manufacturers 

FT writers look at key 
developments in the 
industry, including reports 
on Boeing. Airbus Industrie 
and the makers of 
regional Jets 
Pages 2 & 3 





be privately owned. 

So frustrated were they by the 
French government’s reluctance 
to reduce its stake, that BAe and 
Dasa began discussing a bilateral 
merger. It was enough to spur 
the Paris government into action. 

What should, in theory, happen 
□ext is that BAe. Dasa and Aeros- 
patiale merge to form the basis of 
the EADC. which could then take 
in other European aerospace and 
defence groups. In practice, this 
is likely to be a long and drawn- 
out process. 

For evidence of this, look at the 
progress being made at Airbus. 
The four partners agreed last 
year to turn the Airbus consor- 
tium into a single unified com- 
pany. but the process is unlikely 
to be completed for another year. 

One of the biggest stumbling 
blocks at Airbus is that the four 
partners are still arguing about 
how much the assets they will 
insert into the new unifi ed com- 
pany are worth. They are also 
still trying to decide where the 
company, which will have its 
headquarters in Toulouse, should 
be registered for tax purposes. 

These arguments will eventu- 
ally be resolved, but hopes that 
the new Airbus could be 
launched by the beginning of 
next year are likely to be dashed. 
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The single-company discussions 
are unlikely to be completed 
until the second half of next year. 

Yet the Airbus partners are 
used to working together. Their 
collaboration has turned Airbus 
into the world's biggest maker of 
dvil aircraft after Boeing. Their 
customers are commercial air- 
lines, an increasing number of 
which are .privately-owned, 
rather than owned by govern- 
ments. 

The relative absence of govern- 
ment involvement should make 
the transformation of Airbus 
easier because there is one less 

. Defence 

The defence sector's hot 
; ' topics, inclining plans 

for a European mega-merger. 

US defence restructuring, 

' the Euroffghter and the 
Joint Strike Fighter, and ' 
defence procurement 
Pages 10-13 


constituency to satisfy. But if 
turning Airbus into a limited 
company is this difficult, how 
mucb harder will it be to consoli- 
date the European defence indus- 
try. where governments are 
under constant domestic pressure 
to defend their national interests, 
buy locally and ensure . that jobs 
and factories are preserved? 

In addition, Europe will have to 
resolve yet another issue: how 
tbe consolidated dvil aircraft 
company and the unified Euro- 
pean defence group will interact 
with one another. Will the 
reformed Airbus form the basis 
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of a single civil aircraft and mili- 
tary equipment manufacturer? 
Or wilt dvil aircraft and defence 
be different subsidiaries of a com- 
mon holding company? 

Seen in this context, the regu- 
lar demands from governments 
that European aerospace execu- 
tives explain what they are up to 
is understandable. Constant pres- 
sure on the companies to think 
about where they are going is no 
bad thing. 

- : The governments* anxiety is 
that European companies have 
already fallen far behind the US 
in merging and consolidating to 


Space 

Significant changes in the 
commercial saMRts 
launching sector are fflsely 
to reshape the industry. A 
look at developments in 
Russia and China and 
profiles of Arianespace 
and Boeing’s space 
business 
Pages 14 & 16 
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meet tbe challenge of falling 
defence budgets, 

US consolidation is certainly 
far advanced. Illustrious US 
names such as McDonnell Doug- 
las. Martin Marietta and Grum- 
man have been absorbed by other 
groups. The US authorities have 
approved 37 transactions worth a 
total of more than $ 62 bn since 
1993 as the country’s defence and 
aerospace industry have rational- 
ised and consolidated their 
operations. 

Now, however, the US authori- 
ties have decided the process has 
gone far enough. In March, the 
Pentagon blocked the planned 
S9bn takeover of Northrop Grum- 
man by Lockheed Martin, saying 
that it would reduce competition 
in the US defence sector to unac- 
ceptable levels. 

At the same time, Boeing, the 
world's leading manufacturer of 
dvil aircraft, has been experienc- 
ing severe problems of its own. 
Faced with a steep Increase in 
airline orders, Boeing’s Seattle- 
based production facilities were 
unab le to keep up. The group had 
to suspend production of its 747 
and 737 aircraft for a month Last 
year in an attempt to catch up. 
The problems helped to push 
Boeing into a net loss last year of 
$178m-the company’s first loss 
in 50 years. 

In July. Philip Condit, Boeing's 
chairman, said that the produc- 
tion crisis was largely over, 
although the economic downturn 
in Asia continued to worry the 
company. Within weeks, how- 
ever, Boeing said its problems 
had returned and that it was hav- 
ing difficulty with production of 
its 747s, its leading product In 
late July, Boeing announced six 
months’ net earnings of $308m, 
down from SI bn last time. Boeing 
said the lower ««minp were the 
result of reduced commercial air- 
craft margins and production dif- 
ficulties with the new generation 
of 737 aircraft 

Airbus meanwhile has reported 
no production difficulties, and 
has won more orders than Boeing 
in the first half of this year. Air- 
bus has taken orders from sev- 
eral customers in Boeing’s back 
yard, including US Airways and a 
group of Latin American carriers. 

■ At the end of August it 
announced a landmark order for 
188 new aircraft from Bltish Air- 
ways, traditionally a Boeing cus- 
tomer. 

Airbus's strong performance 
holds out hope for the European 
aerospace industry as a whole. 
But Europe still has a long way 
to go. The US government’s 
blocking of the Northrop Grum- 
- man takeover indicates that it 
considers much of its industry’s 
consolidation is now complete. In 
Europe, it has barely begun. 
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BOEING • by Michael Skapinker, Aerospace Correspondent 


Embarrassing episode concluded 


Although it has 
solved the 
immediate crisis, 
Boeing’s problems 
are not over yet 
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Boeing 737s in the final assembly tines at the company's plant at Renton, south at Seattle. In spite of 


its manufacturing difficulties, Boeing expects to deflver 550 aircraft Oils year 


O n July 1. Boeing, the 
world’s biggest air- 
craft manufacturer, 
said it was announcing an 
end to the most embarrass- 
ing episode in its 82-year his- 
tory. 

Since the autiimn of 1997, 
Boeing, which has its head- 
quarters in Seattle, bad been 
struggling to meet airlines' 
aircraft orders. Faced with a 
sharp increase in demand, 
Boeing’s factories could not 
keep up -and for a month, 
the group had to suspend its 
Boeing 747 and 727 assembly 
lines, to allow workers to 
catch up. 

Boeing bad to make a 
$l.6bn provision to take 
account of the crisis. The 
charge helped to push the 
group into a 1997 net annual 
loss of S178m - Boeing's first 
in 50 years. 

In their July announce- 
ment. Philip Condit. Boe- 
ing's chairman, and Ron 
Woodard, head of its com- 
mercial aircraft division, 
declared the crisis over. Mr 
Woodard said: “I would like 
to take this opportunity to 
publicly thank our employ- 
ees who have been working 
long and hard to make this 
possible." 

Within weeks, however, it 
became clear that the pro- 
duction crisis was not quite 
over. Boeing said it was still 
having problems with its 747 
production. It also 
announced six-month net 
earnings down to $303m 
from Slbn the year before. 

The group has other prob- 
lems too: it is still digesting 
McDonnell Douglas, the rival 
US aerospace and defence 
company it took over last 
year. Boeing also still needs 
to modernise its manufactur- 
ing -a process it had half 
completed when last year's 
production problems struck. 
And It faces a renewed chal- 
lenge from Airbus Industrie, 
the European consortium 
which has won some large 
orders in Boeing's tradi- 
tional strongholds of the US 


The takeover of McDonnell 
Douglas turned Boeing into 
the largest manufacturer of 
fighter jets as well as civil 
aircraft. It also vastly 
increased the si2e of Boe- 
ing's space business. Given 
the size or the task, the 
merger has gone well. It has 
been aided by the fact that 
the two companies' activities 
were complementary, rather 
than overlapping, which 
meant there were not many 
activities which had to be 
discontinued. 

But Boeing is still winding 
down most of McDonnell 
Douglas's small civil aircraft 
business, which had dwin- 
dled in the years before the 
takeover. Soon after acquir- 
ing McDonnell Douglas, Boe- 
ing announced the end of 
the MD-30 and MD-90 twin- 
jet programmes. 

In June, it said it bad 
failed to find customers for 
the McDonnell Douglas tri- 
jet MD-ll. which Boeing had 
hoped to continue manufac- 
turing as a freighter. Produc- 
tion of the MD-ll win cease 
in 2000, with the potential 
Joss of 4.000 jobs. 

Only one McDonnell Doug- 
las civil aircraft programme 
will continue: the 100-seat 
MD-95 aircraft. Boeing has 
renamed the aircraft the 
Boeing 717 and is looking for 
customers. So far. the air- 
craft has attracted only one 
order from AirTran Air- 
lines, formerly ValuJet. 
which has ordered 50 Boeing 
717s and has taken options 
on 50 more. 



Condit: cause of problem was 
that Boeing had not completed 
reform of production processes 


Mr Condit h a s denied that 
the attention Boeing man- 
agement had to devote to 
integrating McDonnell Doug- 
las was the cause of the 
group's manufacturing cri- 
sis. The cause of the prob- 
lem, he says, was that Boe- 
ing had not completed the 
modernisation of its produc- 
tion processes. It was half- 
way through a Slbn modern- 
isation programme when 
orders surged. 

Mr Condit regrets that 
Boeing had not completed its 
production reforms by them 
“1 think a lot of the problems 
would have been avoided,” 
he says. 

The programme to change 
the way Boeing makes air- 
craft is called Define and 
Control Airplane Configura- 
tion-Manufacturing Resource 


Management or DCAC-MRM. 

The aims of the pro- 
gramme are simpler than its 
title. The first is to standar- 
dise the way Boeing makes 
aircraft. Airlines have tradi- 
tionally been able to specify 
how they want their Boeing 
aircraft configured. There 
are, for example, 20 different 
types of clipboard that pilots 
can order for their cockpits. 
Under DCAC-MRM. airlines 
will still be able to choose 
- but they will be able to do 
so only from a menu of Boe- 
ing options. Airlines which 
want something different 
will have to pay for it. 

DCAC-MRM will also 
change the way Boeing deals 
with Its suppliers and orders 
components. Before begin- 
ning, the programme. Boeing 
kept track of its parts 
through no fewer than 400 
computer systems. Under 
DCAC-MRM. it win put all 
parts on a single computer 
system. 

Boeing says that even 
when this task is completed, 
the drive to improve its man- 
ufacturing will continue. 
“Our main issues now are 
production efficiencies and 
working aggressively to 
reduce our overall cost 
structure.” says Mr Woo- 
dard. 

The company -will be doing 
so in the face of stiff compe- 
tition. Airbus claims that it 
took more orders than Boe- 
ing in the first half of this 
year - awakening memories 
of 1994, when Airbus won 
more orders than Boeing for 


the year as a whole. It was 
the first time since the 
advent of the jet age that 
Boeing bad failed to win the 
top orders slot 

Airbus is In the process or 
turning itself from a confed- 
eration of national aerospace 
companies into a single lim- 
ited company, capable of 
competing more effectively 
against Boeing. Even in its 
current form. Airbus is not 
doing badly. Earlier this 
year. Airbus won an order 
fnr 30 wide-bodied aircraft 
from US Airways. This fol- 
lowed an announcement by 
US Airways last year that it 
would buy as many as 400 
narrow-bodied aircraft from 
Airbus. 

Airbus also succeeded in 
winning a 119-aircraft order 
for narrow-bodied jets from a 
group of airlines in Latin 
America - long regarded as 
Boeing’s bock yard. 

Boeing executives argue 
that the transformation of 
Airbus into a limited com- 
pany will be to its advan- 
tage. The Airbus accounts 
should then be open to 
inspection and the European 
manufacturer will not be 
able to offer the low prices it 
does at present, Boeing says. 

For all its difficulties, Boe- 
ing still has enormous 
strengths. It is one of the 
world’s best-known brand 
names and still offers the 
most extensive range of air- 
craft. In spite of its manufac- 
turing difficulties, it expects 
to deliver 550 aircraft this 
year. 
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An Airbus Industrie 'Beluga' A300-600ST, used to carry aircraft parts from Airbus factories to its assembly lines in Europe, bi 1994, Airbus 
secured more orders than Boeing. It was the first time that the US manufacturer had lost the top dot shea the dawn of the jet age t/ap 
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Priority is to stand alone 
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By changing its 
structure, Airbus 
hopes to cut costs 
and become more 
competitive 
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I n Toulouse, at the head- 
quarters of Airbus Indus- 
trie. there is a new man 
in charge. Noel Forgeard 
became managing director of 
the .world's second-biggest 
aircraft manufacturer in 
April, succeeding the pugna- 
cious and voluble Jean Pier- 


ANOTHER TOUCHDOWN 


Messier- Oowtv is now part of a strong integrated landing systems structure 
wirhin Snecma group, the world-class aerospace company rhat produces 
CFM56 commercial jet engines, powerplams for combat aircraft, engines for 
die Ariane family of launch vehicles, nacelles, carbon brakes, and offers 
support services worldwide. Messier-Dowty can now bring even more grear 
touchdown Technology, performance and customer support in years and 
decades to come. Visit us at Famborough ’98, Hall 4, El. 
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son. 

Mr Forgeard, who came to 
Airbus from Lagantere, the 
French publishing and 
defence group, could not be 
more different from Mr Pier- 
son. A softly-spoken gradu- 
ate of France’s elite Ecole 
Polytechnique, Mr Forgeard 
will certainly eschew Mr 
Pierson's often emotional 
attacks on Boeing of the US. 
its larger competitor. 

But it seems Mr Forgeard’s 
goals win be little different 
from those of Mr Pierson. 
For bath, the highest prior- 
ity is to turn Airbus into a 
stand-alone. limited com- 
pany, with the product range 
and the cost base to take on 
Boeing in any aircraft-selling 

contest. 

Since its Foundation in 
1970, Airbus has been a 
Groupement d'Interii Earn- 
antique, a French legal con- 
struct which makes no prof- 
its or losses in its own right 
These accrue to the four 
European companies which 
own Airbus - Aerospatiale of 
France and Daimler-Benz 
Aerospace (Dasa) of Ger- 
many, which each own 37.9 
per cent, British Aerospace, 
which has 20 per cent, and 
i Casa of Spain, which has 42 
' per cent. 

The GIE structure has, in 
many ways, been a huge suc- 
cess. Airbus bas produced a 
range of innovations, such 
as fly-by-wire aircraft, which 


Boeing has been forced to 
copy. The European consor- 
tium has. in Less than 30 
years, become the second 
force in international civil 
aviation, displacing McDon- 
nell Douglas of the US, 
which was last year acquired 
by Boeing. In 1994, Airbus 
shocked Boeing by taking 
more orders than the US 
manufacturer. It was the 
first time that Boeing had 
lost the top slot since the 
dawn of the jet age. 

This year, Airbus has won 
some important contests in 
Boeing’s back yard, winning 
orders in Latin America and 
from US Airways as well as 
from British Airways. In the 
first six months of 1998. Air- 
bus says it has again forced 
Boeing into second place, 
taking 52 per cent of orders. 

Given these achievements, 
why does Airbus want to 
change its -Structure? First, 
because it has no real idea of 
its costs. The four partners 
manufacture discrete sec- 
tions of the Airbus aircraft. 
BAe makes the wings, Casa 
the tails, Dasa the fuselages 
and Aerospatiale the cock- 
pits. Each company quotes 
Airbus a price for its work 
and, after negotiation, this is 
agreed. But Airbus central 
management in Toulouse 
has no idea how much it 
costs each company to man- 
ufacture its components. 

Without a clear idea of 
costs, Airbus has no way of 
reducing them. This is 
important in a sector where 
price competition is fero- 
cious. With only two manu- 
facturers of large aircraft, 
and with demand at record 
levels, Airbus and Boeing 
should find it easy to 
increase prices. They do not. 
The competition for airline 
customers Is stiff, and the 
carriers play Boeing and Air- 
bus against each other to 
win bigger discounts. 

Airbus, as a limited com- 
pany, Drill control the fecto- 



Noel Forgeard: his goals w£H be 
fitUe (Afferent from those of 
Jean Pierson, his predecessor 


ries which are at present 
owned by its four sharehold- 
ers. It should then be able to 
reduce costs by closing facil- 
ities where needed - al- 
though it will need courage 
to weather the political 
storms that will result Air- 
bus will also be able to 
achieve savings by buying 
materials and components 
centrally, rather than leav- 
ing the four partners to do 
so separately. 

A second reason for turn- 
ing Airbus into a limited 
company, is that it should be 
able to improve customer 
service. At present, if there 
is a technical problem with 
an aircraft. Airbus managers 
have to go back to the part- 
ner concerned for help in 
resolving it 

Having decided to turn 
Airbus into a single com- 
pany, the partners have not 
found it easy to agree ways 
of doing so. There have been 
disputes over whether Air- 
bus should own the four 
partners’ factories outright 
and over the value of the 
companies’ assets. 

The change is likely , to 
happen by. the end of next, 
year. Airbus has some other 
important decisions to make 
in the meantime. The most, 
important is whether to com- 
pete with Boeing at the 


upper end of the mar- 
ket - for jets of 400 seats or 
more. Boeing has this, seg- 
ment to itself, with its 747. 
The biggest Airbus aircraft 
in operation is the 335-seat, 
wide-bodied, twin-engined 
A330-300. 

Airbus has extended its 
range by laun ching the four- 
engined 380-seat A340-600. an 
extension of the existing 305- 
seat A340. The A34Q-600 has 
won orders from several air- 
lines, including Lufth ansa of 
Germany and Virgin Atlan- 
tic of the UK. 

But many at Airbus 
believe this is not enough- It 
is not just that Boeing has 
the 400-seat market to itself. 
It can also provide airlines 
with a range of aircraft, 
demanding full prices on the 
Boeing 747 and offering dis- 
counts on the narrow-bodied, 
jets, where it competes 
directly with Airbus. 

The European consortium 
plans to outflank Boeing by 
producing a range of “super 
jumbo” aircraft, with' 550 
seats or more. This will be 
an expensive project, with 
development costs put at 
anywhere between J8bn' and 
$l2biL British Airways and 
Singapore Airlines have . 
expressed an interest in the 
aircraft, and Airbus is-also 
talking to other carriers,. 

Boeing insists the. market 
for these aircraft is toa small 
to justify an investment of 
this size. It has shelved its 
own plans for a “super 
jumbo". To Airbus, however, 
this Is little more than bluff- 
If the Europeans . produce a 
550-seater, they are . con- 
vinced Boeing will do sotoo- 
Alrbus' regards competing 
at the other end of the in'ar- 
fcet as less important -ft has 
discussed, developing a . 100- 
seat, aircraft with China to 
compete with Boeing’s 717 
but the project is likely to be 
abandoned. For Airbus, 
there is much more money 
to be made from large jets. 
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Market spurs rapid development Crisis jeopardises 

funding for sector 


A battle royal for 
small jetliner 
sales is looming 
between 

Airbus and Boeing 

W hile much atten- 
tion is focused on 
the bigger types of 
Passenger aircraft such as 
fourengined Boeing 747s and 
twin-engined 777s for their 
glamour and their 
long-distance and nmhipas- 
senger capabilities, beneath 
them in the airliner hierar- 
chy is a rapidly developing 
array of smaller jetliners, to 
meet a burgeoning market 
These aircraft are broadly 
classified as “regional jets”, 
or “RJs”, capable (accor din g 
to type) of payloads ranging 
from the Fairchild Domier 
30-seat Type 328 and 42/44- 
seat 428 (with plans for 
larger variants), the 30-35 
seat Embraer ERJ-135. 
through 50-seaters such as 
the Bombardier Canadair 
CRJ and the 70-80 seat 
Canadair CRJ-700. 

At the top of the RJ pyra- 
mid are the 100-plus seatezs 
such as the Fokker 100 (of 
which many remain in ser- 
vice despite the demise of 
that manufacturer), the Air- 
bus 319 and the British Aero- 
space BAe 146 and Avro RJ 
series, with the Avro RJ-100 
seating as many as 110 pas- 
sengers. The latest new Boe- 
ing aircraft, the 717-200 (to r- 
merly the McDonnell 
Douglas MD-95), seating 106 
passengers, joins the clan 
next year. 

All these regional aircraft 
types are intended specifi- 
cally for high-frequency, 
low-traffic short-haul routes 
(broadly covering distances 
from a few hundred miles to 
about 1,500 miles). Gener- 
ally, they are designed to 
serve places not directly 
served by the big “trunk- 
line" longer-distance opera- 
tors, either by directly link- 
ing them with each other or 
providing regular and fre- 
quent feeder operations to 
the big “hub" airports in big 
cities. 

For that purpose, such air- 
craft require short take-off 
and landing performance to 
suit the smaller airfields 
they use, fast turn-around 



The latest new Boeing ai rcr a ft, the 717-200 (f orme rly the McDonnell Douglas IUED-05}, seating 106 


times at airport gates, and 
the ability to Sustain some 
eight to 12 flights of about 
an hour every day. 

For many years, the short- 
haul regional aircraft mar- 
ket was dominated by turbo- 
propeller powered airliners 
because of their smaller pay- 
loads, lower noise levels ami 
lower emissions, which 
made them highly accept- 
able at the smaller airports 
serving highly enviro n men- 
tally-seiisitive communities. 
But the evolution of aeroen- 
gine technology in recent 
years has been such that it 
is now possible to provide jet 
engines that are smaller, 
quieter and cleaner than 
ever before, thereby opening 
the way to the development 
of smaller jet airliners. 

This does not mean that 
the era of the turbo-prop air- 
liners is oven tor from it 
But there is a growing belief 
that in the years ahead the 
proportion of turbo-props in 
the regional aircraft fleet 
will decline as the number of 
suitable jets rises. Neverthe- 
less turbo-props are also 
being modernised, for exam- 
ple with new noise and 
vibration “suppression 
devices'* which will improve 
their own marketability. So 
turbo-props are likely to 
remain widely papular, espe- 
cially for the shortest of air 
journeys. 

However, thefect remains 


that as air travel itself 
expands, many passengers, 
especially those accustomed 
already to jet travel over lon- 
ger riiafaiTifffls, are increas- 
ingly demanding jet service 
on regional routes. That 
demand Is dictating the 
development of the short- 
haul regional jet. wl nth is 
why even 30-sea ters are now 
being developed. 

While the market for all 
types of RJs is growing, the 
lOOseaters are proving the 
most popular. There are 
larger types of aircraft that 
can do the job just as well 
although those tend to be 
used more on the medium 
hauls. Airbus, for example, 
builds a range of what it 
calls its twin-engined “single _ 
aisle" famil y starting with ’ 
the A-319 with up to 145 
seats, through the A -320 
with up to 180 seats, to the 
A-321 with as many as 220 
seats. 

Boeing's highly successful 
family of twin-engined 737- 
type jets, with collective 
orders now totalling more 
than 4,000 aircraft, includes 
types which seat about 100 
passengers at a time, espe- 
cially, for example, the 
787-600 model in the Boeing 
"Next Generation" 737 
series, seating 110-132. 

There is no doubt in the 
minds or Airbus Industrie 
and Boeing as to the poten- 
tial demand, reaching well 


into the next century. Air- 
bus pointed out in Its 1998 
Global Market Forecast that 
it could foresee a market for 
some 16,700 jet aircraft of at 
least 70 seats or more 
through to the year 2017, of 
which it specifically esti- 
mated the market for air- 
craft with between 70 and 
125 seats at just under 2JJ00. 

Boeing, in its 1998 Current 
Market Forecast, suggested 
there was a market for more 
than 2,500 aircraft in the 
broad 80-100 seat category 
over the next.20 years. 

While aircraft such as the ■ 
BAe 146 and Avro RJ, 
together with remaining 
Fokker lOOs, will continue 
to offer tough competition 
worldwide In the 100-seater 
regional jet market, the big- 
gest sales battle seems likely 
to be between Airbus and 
Boeing: 

An earlier much-publicised 
plan for Airbus to build a 
new family of short-haul 
regional jets in collaboration 
with the People’s Republic of 
China, called the AE-31X, 
has been shelved, partly 
because of Chinese doubts 
about the programme and 
Airbus’s own desire not to 
compromise its A-319 ven- 
ture, and partly because of 
Asia-Pacific aircraft market 
uncertainties in the continu- 
ing financial turbulence in 
that region. 

Asia's financial crisis has 


joins the dan next year 


also been a big factor in gen- 
erating unce rtainties about a 
plan by IPTN of Indonesia to 
develop a 100-130 sea ter, the 
N-2130. 

The Airbus A-319 has 
already attracted orders for 
nearly 500 aircraft, with 
nearly 100 already in service. 
Leading European operators 
include Lufthansa and 
Swissair, while other impor- 
tant users include Air Can- 
ada. International Lease 
Finance Corporation has 
ordered 49, and there have 
been same big orders from 
the US, with US Airways 
ordering 109, Northwest Air- 
lines 50, and America West 
Airlines 22. 

The Boeing 717-200 has 
been rolled out at Long 
Beach. California, and is due 
to make its maiden flight 
this September. Delivery is 
due in the summer of next 
year - after a swift test and 
certification programme. It 
has gathered orders for only 
55 aircraft so far - 50 firm 
from AirTran Airlines, a US 
low-fare domestic airline 
(with 50 more on option), 
and five from Bavaria Inter- 
national Aircraft Leasing of 
Munich. Such massive Air- 
bus success in Boeing's own 
back yard is clearly spurring 
the American company to 
forge ahead with the 717-200, 
presaging a big battle in 
world markets in the years 
immediately ahead. 


Post-war defence 
laws have forced 
the sector to rely 
on technology 
from overseas 

J apan’s aerospace indus- 
try is facing mounting 
pressures to measure up 
to international stan- 
dards at a time when the 
sector can least afford it. 
Changes in the global indus- 
try and a number of expen- 
sive and well-publicised 
errors have fuelled new criti- 
cism of the big aerospace 
manufacturers just as 
Japan’s economic crisis Is 
jeopardising funding for 
aerospace projects. 

It is hardly a convenient 
time for the industry. 
Japan’s economic decline hit 
manufacturers* profits last 
year, as companies cut back 
capital spending and 
demand for cars and trucks 
collapsed. Some of the big- 
gest aerospace companies 
have gone as far as to lay off 
workers, which is nearly 
unheard of in Japan. To 
make matters worse, the 
government’s defence budget 
shrank for the first time 
since 1955 last year amid 
increasing pressure to 
reduce the national deficit. 

These changes take place 
against a background of 
stunted development in the 
aerospace Industry. The 
country’s post-war constitu- 
tion and national defence 
laws, which prohibit the 
manufacture of weapons or 
military equipment, have 
forced Japanese manufactur- 
ers to rely on technology 
from overseas. This has lim- 
ited the growth of the 
domestic aerospace industry, 
as well as its international 
competitiveness. 

For example, aerospace 
orders accounted for only 15 
per cent of sales, or Y400bn, 
at Mitsubishi Heavy Indus- 
tries (MHI), the industry 
leader, last year. At rival 
Fuji Heavy Industries (FHI). 
aerospace operations repre- 
sented only 5.4 per cent of 
sales last year, according to 


estimates by Morgan Stanley 
Dean Witter. The group 
reported a 22 per cent 
decline in profits in the year 
that ended in March, from 
Y39.6bn to Y30.7bn. although 
turnover was up 6.6 per cent 

to Yl,034bn. 

“Developing a strong aero- 
space industry requires mili- 
tary technology, and Japan 
does not have that military 
capability. In that type or 
market, it is very difficult to 
make competitive products," 
said Yasutaha izumura, 
industry analyst at Deutsche 
Securities in Tokyo. 

Although two government 
agencies, the National Space 
Development Agency 
(Nasda) and the Institute of 
Space and Aeronautical Sci- 
ence (Isas), the group that 
was responsible for Japan's 
first satellite launch in 1970, 
have encouraged new devel- 
opment. the industry is still 
significantly smaller than 
those in Europe or the US. 

However, despite its small 
size, the industry has nur- 
tured an indigenous engi- 
neering capability, particu- 
larly in rockets and engines. 
Earlier this year, the govern- 
ment attempted to launch its 
first domestically engineered 
rocket, the H2. MHI designed 
the engine for the H2, the 
industry’s first engine to be 
powered by liquid fuel. The 
engine cost about Y700m to 
develop, according to agency 
reports. 

The launch failed, costing 
an estimated YSObn, and 
delivering a devastating 
blow to the industry. The 
failure sparked a series of 
critical reports on the coun- 
try’s space programme, but 
it has not deterred the indus- 
try’s leading companies in 
their efforts to catch up with 
rivals in the US, Europe, and 
Asia. The sector lead- 
ers -MHI, FHI, Kawasaki 
Heavy Industries (KHR, and 
Ishikawajima-Harima Heavy 
Industries (IHI) - are re-tool- 
ing their aerospace divisions 
by cutting costs and teaming 
up to streamline production. 

MHI and other manufac- 
turer have formed Rocket 
System, a consortium of 73 


companies based in Tokyo 
that is building the succes- 
sor to the B2 rocket, dubbed 
the H2A. The group aims to 
eventually launch six satel- 
lites each year, using the 
H2A after it is rolled out 
some time around 2000. 

A group of companies is 
also engineering a low-cost 
rocket. The J-l rocket, 
designed by IHI and Nissan 
Motors, uses a modified Rus- 
sian motor in part of the pro- 
duction process to lower 
expenses. It wifi also be pow- 
ered by liquid methane, 
which costs slightly less 
than liquid hydrogen. The 
group has managed to trim 
the cost of the rocket to 
Y3.5bn, down from Y4.8bn 
spent to build its predeces- 
sor. However, this is still 
twice as expensive as compa- 
rable rockets produced in 
the US, Europe and else- 
' where in Asia. 

Nevertheless, there are 
Increasing pressures for 
change, analysts said. Mr 
Izumura said: “Japanese 
manufacturers have the 
materials, the equipment, 
and the engineering skills. 
They have always been good 
at delivering high quality 
goods and low prices on 
time. If they focus on a com- 
ponent business, they could 
do very well.” 

Japanese companies are 
involved in several joint 
development projects with 
Boeing. MHI, KHI, and FHI 
helped design the 767 as well 
as the 777 airliners. MHI is 
also part of a consortium led 
by Boeing to design engines 
for space launch vehicles, 
and supplies Boeing with 
fuel tanks for those launch- 
ers. And MHI and KHI have 
licences to produce several 
Boeing fighter jets and heli- 
copters for the country’s Air 
Self Defence Forces. 

There is certainly poten- 
tial for growth in the indus- 
try, analysts said. With eco- 
nomic pressures at home, 
and growing consolidation in 
the global market, the tim- 
ing could be right for Japa- 
nese aerospace companies to 
reposition themselves inter- 
nationally. 
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S afety first Bombardier's long-range Global Express business jet received full certification from Transportation Canada after completing 
a stringent programme which Included this water penetration test The jet can fly eight passengers and four crew 12J)00kiii non-stop 


SAFE IY * by Roger Bray 


Technology to the rescue 


The industry may 
employ virtual reality for 
pilots in its efforts to cut 
accident rates 

F uture pilots will fly airliners 
much as though they would play 
a sophisticated computer game. 
Three-dimensional images of land- 
scape, cloud and distant runways will 
appear on instrument panel screens, or 
as head-up displays on their wind- 
shields. Shortly before landing they 
may see the shape of a preceding air- 
craft, following it down as it makes a 
perfect final approach. 

The concept has been around for 
years and the technology has been 
tested already in Europe and the US. 
Accident statistics suggest its applica- 
tion is overdue. 

A safety review, published earlier 
this year by the UK Civil Aviation 
Authority and covering the period 
1990-1996, blamed a “lack of positional 
awareness” as primary cause of 123 
fatal crashes, or 209 per cent of the 
worldwide total It cited the failure of 
pilots to take appropriate action - or 
any action at all - as a principal contri- 
buting factor in another 116 fatal acci- 
dents (19.7 per cent). 

In most of the crashes caused by lack 
of positional awareness - which became 
more common during the six-year 
study period - pilots did not realise 
how close they were to either a moun- 
tain or to level ground. Frequently 
their aircraft lacked equipment which 
might have alerted them in time or the 
airport they were approaching had not 
installed precision landing aids. 

The majority of accidents in the sec- 
ond category, which became a little 
rarer, happened because pilots contin- 
ued descending through safe minimum 
flight levels when visual references 
were absent or suddenly lost 
The industry’s dry term for such 
crashes is “controlled flight into ter- 
rain” (CFTT). Last year, disasters fall- 
ing into this category killed more than 


600 people, a record high in a year 
whose overall accident statistics can 
have provided little encouragement for 
the industry and its safety regulators. 

Although total passenger deaths fell, 
there was an increase over the previ- 
ous year in the overall number of hull 
losses. Jet crashes rose from 19 to 21 
and turboprop accidents were up from 
23 to 32, a rise which was offset only 
partly by the fact that there were 758 
more airliners in service. 

The International Air Transport 
Association Is concerned that if the 
accident rate remains at Its 1996 level 
and traffic grows at rates currently 
forecast, there could be an important 
crash every week by 2015 - knocking 
huge dents In consumer confidence. It 
has set a target of reducing the acci- 
dent rate by 50 per cent from its 1991 
te vel by 2001 

CFTT crashes have been worrying the 
industry so much that four years ago 
the Virginia-based Flight Safety Foun- 
dation, with the co-operation of the 
International Civil Aviation Organisa- 
tion, the International Air Transport 
Association and the US Federal Avia- 
tion Administration, setup a task force 
to tackle it The Foundation’s aim was 
a 50 per cent reduction in accidents 
through better training and greater 
awareness of the dangers. 

Eventually, it believes, the problem 
can be beaten by technology. Already 
available, for example, is the enhanced 
ground proximity warning system, 
which relates the aircraft's position 
and altitude to a database of terrain, 
generates a map-like display and pro- 
vide a one-minute warning if the air- 
craft is in danger of flying, for example, 
into the side of a Mil Older systems 
give only a 15-second alert. 

American Airlines has equipped 
about a quarter of its fleet with an 
Allied Signals EGPWS which gives 
pilots a twodimensional view of the 
terrain below. First priority was to fit 
the systems in jets flying on transat- 
lantic routes, to Latin America and to 
ski resort airports - where mnnntaina 
are an obvious hazard. But the airline 
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ENGINE MANUFACTURERS* by Michael Skapinker 

More alliances are 


plans to have them in all its aircraft by 
the end of next year. 

Virtual reality can offer even more 
sophisticated solutions, believes Rich- 
ard Profit, the CAA's group director of 
safety regulation. He believes its 
advent could be of great significance: 
“In the days of analogue dials, pilots 
only had about six instruments they 
needed to scan. Now they get so much 
information that I think there is a lot 
of work to be done on the way they 
receive it For example, pilots flying an 
approach to land have a mixture of 
symbols and numbers which bear no 
relation to the outside world. It is now 
passible to provide the equivalent of a 
computer game with images of 
weather, runways and even an aircraft, 
flying a perfect flight path, just ahead 
of them - so that all they would need 
to do is follow it” 

He believes 3-D displays - sometimes 
described as four-dimensional because 
they will also Include a time buffer to 
warn pilots of imminent danger - will 
overtake EGPWS as standard equip- 
ment on new aircraft The problem, 
hardly a novel one for the airline 
industry, is that those airlines which 
stand to benefit most are also those 
most hampered by scarce resources. 

If virtual reality becomes an industry 
standard, they may also be the most 
reluctant to retro-fit older aircraft and 
the slowest to acquire new ones as 
manufacturers start to install the tech- 
nology in the factory. 

Break down the toll of CFTT crashes 
between regions and a depresslngly 
clear pattern emerges during the 
period covered by the CAA report. In 
North America, only 79 per cent of 
accidents were caused primarily by 
lack of positional awareness.' In Europe 
it was 109 per cent But in Africa the 
figure was 19.4 per cent Australasia 
309 per cent Asia 31j6 per cent and In 
South and Central America 339 per 
cent 

hi areas with the worst percentages, 
relaying crucial Information to pilots in 
simpler forms could prove a big life 
saver. How soon is another question. 


The formation of 
new partnerships 
is likely to be a 
feature over the 
next few years 

I n July, the Rolls-Royce 
aero engines group 
stunned the motor indus- 
try by announcing that, 
from early next century. 
BMW of Germany would 
have the right to produce 
cars carrying the 
Rolls-Royce name. 

The announcement came 
even though Volkswagen, 
BMW's German rival, had 
bought the Rolls-Royce cars 
business for £480m from 
Vickers of the UK earlier in 
the month, outbidding BMW. 
But the Rolls-Royce aero 
engines group owned the 
rights to the Rolls-Royce 
name and refused to give it 
up to any car manufacturer 
but BMW. 

After 2002, Volkswagen 
will have the right only to 
the Bentley name. BMW will 
produce a new range of 
Rolls-Royce cars at a factory 
to be built somewhere in 
England. 

Why did- Rolls-Royce 
behave In this way? Largely 
because BMW is its partner 
in the aero engines business. 
BMW Rolls-Royce was set up 
in 1990. with the German 
manufacturer holding 50.5 
per cent and the UK group 
the remainder. The joint 
venture builds the BR700 
series of engines for 
long-range business jets and 
regional aircraft with 
between 80 and 140 seats. 
The joint venture also has a 
stake in other Rolls-Royce 
engine products. 

That the two companies 
should work together is not 
unusual in the aero engines 
business. While the aircraft 
industry and defence manu- 
facturers are still restructur- 
ing. merging and forming 
new alliances, inter-company 
partnerships have been part 
of the aero engine scene for 
years. 

A partnership between 
General Electric of the US 
and Snecma of France pro- 
duces CFMI engines. The 
GE-Snecma joint venture is 
the sole supplier of engines 



Rolls-Royce Trent 800 aero engine, used on the Boeing 777 


for the Boeing 737; the 
world's best-selling aircraft. 

Another well-established 
partnership Is International 
Aero Engines (IAE) - made 
up of Pratt & Whitney, 
Rolls-Royce, MTU of Ger- 
many, Fiat and Japanese 
Aero Engines - which pro- 
duces engines for the Airbus 
narrow-body A320 family. 

Towering over the indus- 
try are the big three engine 
manufacturers: GE, Pratt & 
Whitney and Rolls-Royce. In 
the US, large aerospace and 
defence groups such as Lock- 
heed Martin and Boeing, 
which last year bought 
McDonnell Douglas, have 
been formed through a series 
of mergers and takeovers. In 
Europe, aerospace and 
defence groups such as Brit- 
ish Aerospace. Daimler-Benz 
Aerospace of Germany and 
Aerospatiale of France are 
talking about merging to cut 
costs. 

For years, some analysts 
have predicted that the aero 
engine industry would go 
through the same process, 
with GE and Pratt & Whit- 
ney merging or. more likely. 
Pratt & Whitney taking over 
Rolls-Royce. Neither of these 
scenarios looks imminent. 
The US government, the 
principal buyer of GE and 
Pratt & Whitney’s military 
engines, would almost cer- 
tainly block a merger of the 


two large US groups. 
Rolls-Royce has consistently 
rejected the idea that it 
could merge with Pratt & 
Whitney. 

But aero engine develop- 
ment is expensive, with new 
products costing hundreds of 
millions of dollars to pro- 
duce. The companies 
involved need to cut costs. 
And they, too, have had to 
deal with the falling military 
budgets that have made life 
difficult for the defence 
equipment suppliers. 

So how will the aero 
engine industry consolidate? 
There will almost certainly 
be more alliances. GE and 
Pratt & Whitney have said 
that if either Boeing or Air- 
bus Industrie, the European 
consortium, build 550-seat 
“super jumbo" aircraft, they 
will manufacture the 
engines for them together. 

While Boeing has shelved 
its “super jumbo” plans. Air- 
bus is determined to go 
ahead with a family of large 
aircraft It is the first time 
that GE and Pratt & Whit- 
ney have have agreed to col- 
laborate on a civil aircraft 
project 

Some of the existing 
engine partnerships could 
also be replaced by others. 
Pratt & Whitney announced 
earlier this year that it 
would build a new engine 
which- would compete 


directly with the V250G, pro- c 
duced by IAE. Tba- 
an noun cement irritated; . 
Rolls-Royce. Sir Ralph 
ix re . its chairman, said: "We;. 
think u would be a retro- 
grade’ step.” 

Rolls-Royce has shoWtt 
remarkable loyalty to - 
as evidenced by its -tags-'' 
tence that the German group 
win the car brand* but- the' , 
breaking up and formation 
of new partnerships is likely 
to be a feature of the Indus- : 
try over the next few years. 

Another way in which the 
large engine manufacturers . 
are likely to attempt to 
improve profit margins is by 
trying to avoid competing 
with each other. All three 
large manufacturers built 
pn girw»s for the twin-engined 
wide-bodied Boeing 777 and 
Airbus A330S. The result was 
ruinous price competition 
which, one US executive 
says, means none of three 
are ever likely to make a 
profit on the engines. 

Pratt & Whitney has said 
it will never again enter 
another three-way contest to 
provide large engines for a 
new aircraft. Being the only 
supplier of engines for an 
aircraft type is the ideal situ- 
ation for the jet manufactur- 
ers. 

The GE-Snecma venture is 
the only supplier of engines 
for the four-jet wide- bodied 
Airbus A340. GE also wanted 
to be the exclusive supplier 
of engines for new variations 
of the A340 - the long-range 
A340-500 and the 380-seat 
A34 0-600. However, discus- 
sions between Airbus and 
GE broke down over finan- 
cial terms. 

Rolls-Royce eventually 
emerged as the engine man- 
ufacturer for these two new 
aircraft. Both sides refrained 
from railing it an exclusive 
supply deal because Airbus 
was, at that time, objecting 
to exclusive 20-year aircraft 
supply agreements that Boe- 
ing had concluded with 
three US airlines. But 
Rolls-Royce looks like being 
the only supplier of engines 
for the A340 derivative air- -. 
craft. Rolls-Royce has had 
addition^ success in per- 
suading the UK government 
to invest £200m to help it 
develop the engines.. 


ENVIRONMENTAL ISSUES * by Roger Bray . 
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All efforts to cut 
pollution will be 
in vain unless air 
traffic congestion 
is tackled 

T he Swiss have the 
cleanest air in the 
world - and they 
would like to keep it that 
way.” said the copy in a 
recent advertisement from 
engine manufacturer CFM 
International. A snowy 
mountain peak, photo- 
graphed against a deep blue, 
cloudless sky, emphasised 
the point 

At first glance it might 
have looked like an attempt 
to lure more tourists to the 
Alps. That would have made 
perfect sense; more tourists 
mean increased engine sales. 
But the real explanation 
rarry in the small print: Zur- 
ich’s Kloten Airport was 
Imposing charges for airline 
emissions. 

“Operators of the 
V2500-A5” sniped the adver- 
tiser. “must now pay an 
extra 5 per cent on their 
landing fees, while the same 
aircraft powered by the 
CFM56 incur no penalty". 
The aircraft in question, 
clearly, was the Airbus A320. 

The claim drew a tart 
response from Rolls-Royce, 
part of the International 
Aero Engines consortium 
which makes the V2500. Air- 
lines might find that its 
overall fuel savings out- 
weighed such penalties. 

It was predictable banter 
between manufacturers but 
it carried more than the 
usual significance, for it pro- 
vided a vivid illustration of 
the seriousness with which 
the aviation industry now 
takes the green lobby and of 
the dilemmas tt faces as it 
tries to accommodate envi- 
ronmental demands. 

On the face of it cutting 
fuel consumption is some- 
thing everyone wants - air- 
lines because it brings down 
costs, their shareholders 
because that means health- 
ier profits, passengers 
because it means lower 
fares, environmentalists 
because it produces less pol- 
lution. 

It is not. that simple. Alth- 
ough water vapour from 
engines may also contribute 
to global warming, the two 
main pollutants produced by 
aircraft are carbon dioxide 
and nitrogen oxides. Both 






ft; 


Keeping the skies dean; the industry is taking problems seriously 


act as greenhouse gases but 
below a certain altitude NOx 
can destroy rather than 


emmental organisations con- 
tinue to discuss taxes and 
review restrictions to cut 


increase ozone, diminishing emissions, national and local 
a filter for ultra violet rays, communities are also taking 


Burning less fuel - by 
increasing high pressure 
ratios in engines - reduces 
the former but can increase 
the latter. And as engine 
makers complain, there are 
as yet no clear scientific 
guidelines weighing the bal- 
ance between the two. 

Next spring, the UN inter- 
governmental Panel on Cli- 
mate Change is expected to 


action. 

Zurich was the first air- 
port to introduce a pollution 
tax.. Sweden provides 
another example. It has 
introduced a scale of landing 
fee surcharges based largely 
on nitrogen oxide emissions. 

Airlines protest that such 
financial impositions could 
backfire. Barbara Ambrose, 
director responsible for envi- 


produce a report defining ronmental and infrastruc- 
what is known - and what is ture issues at the European 


still not known - about avia- 
tion's impact on the atmo- 
sphere. It may go some way 
towards resolving the prob- 
lem. 

Aviation appears to be a 
relatively small polluter. The 
same UN panel has esti- 
mated that jet engine fuel 
consumption produces about 
3 per cent of total carbon 
dioxide. And a recent report 
by European scientists esti- 
mated that aircraft emis- 
sions were responsible for 
1-2 per cent of total NOx. 

But demand for air travel 
is forecast to double over the 
next two decades and, -while 
technological advances 
should ensure that emissions 
increase at a slower rate, 
aviation's Impact on local 
airport environments and on 
the climate looks certain to 
become more significant 

Manufacturers are acutely 
aware that while inter-gov- 


Regional Airlines Associa- 
tion, says: “We are very 
much against surcharges 
because while the manufac- 
turers are advancing as fast 
as technology will permit, 
penalties reduce the income 
of small airlines - and conse- 
quently their ability to 

invest in newer and cleaner 
aircraft. We don’t see that as 
helping the environment at 
all”. 

Pierre Jeanniot, director- 
general of the International 
Air Transport Association, 
taitfls a similar line, arguing 
that the putative European 
Union aviation fuel tax is 
unnecessary, "because the 
airlines are doing their 
damnedest to reduce fuel 
consumption per unit of traf- 
fic, without any outside 
encouragement”. 

The. purpose of such a tax. 
he says, would be to raise 
revenues for other purposes 


and would have nothing' to 
do with the environment. 
“To pretend otherwise would 
be patently dishonest” 
Aware that pressure is 
mounting on all industries 
to cut pollution, manufactur- 
ers have been battling for 
some time to reduce the 
amount they cause. Air- 
frame designers can do this 
by cutting weight and mak- 
ing aerodynamic improve- 
ments. Engine makers such 
as Rolls-Royce can improve 
combustion techniques. 
Some, including US manu- 
facturer GE, have developed 
new dual annular comb lis- 
ters which are designed to 
perform at optimum effi- 
ciency when the engine is 
idling and when it is func- 
tioning at high pressure. 

The GE90 engine; which 
powers the. Boeing 777. has 
this kind of combuster. The 
manufacturer claims it emits 
about 40 per cent fewer 
oxides of nitrogen per pas- 
senger mile than older 
e n gines because it burns fuel 
in two stages rather than 
one and does so at lower 
temperatures. 

Members of the European 
Airbus consortium have 
teamed up with research 
organisations in the UK, 
France, Germany and Spain 
on a progr amm e called 
Mosaic, which uses special 
equipment on five 
long-range A34Qs to measure 
temperatures and levels of 
Ozone and water vapour at 
altitudes where most airlin- 
ers cruise. The aim is to pro- 
vide hard evidence of the 
Impact of NOx anri other 
emissions. The second phase - 
of testing was due to end 
this month. 

The French Acad&mie des 
Sciences has already, con- 
cluded that there is no data ; 
which shows that the impact . 
on the upper atmosphere Is 
sufficient to cause concern. 

Rival Boeing is participat- 
ing in a similar study led by 
- Nasa. It also claims there is 
currently no evidence that 
su bson ic aircraft cause ■ 
harmful effects to the ozone . - 
layer. 

But all those working - 
towards reducing pollution. 
face' the same, fundamental * 
frustration: All 'their efforts 
will be negated unless gov- 
ernments tackle air traffic 
congestion. One estimate 
suggests that if they could 
wipe out flight' delays, emis- 
sions would be cat by as 
much as 12 per cent • 
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Rolls-Royce pic is a highly successful 
international engineering company at the 
forefront of technology for the aerospace, 
defence and energy markets. 

With customers in over 135 countries, the 
company is one of the UK's most important 
exporters and has current announced orders 
in excess of £10 billion. 

Rolls-Royce pic offers the world's broadest 


range of engines for the civil aerospace and 
defence markets, providing the power for aircraft 
in over 300 major airlines and 330 armed forces. 

The company's recently introduced ■‘Trent 
family' of engines is one of the most advanced 


This strength in the air is also evident on land 
and aL sea, where Rolls-Royce engines are used in 
vital power stations, for oil and gas applications 
and to power the ships of 30 navies worldwide. 

Rolls-Royce pic is a company the world looks 


and successful aero-engine families ever up to for the highest technology and the most 
produced. Last year the Trent secured -S09r advanced products and services. World leading 
of all orders for the latest generation of engines that are providing power today and for 


wide-bodied aircraft. 


the new millennium. 


Advanced power systems for tomorrow s world 


Rolls-Royce p!c, 6a Buckingham Gate. London SW1 E 6AT. 


http://w\vw.fo!ls-royce.corr, 






Nathan Myhrvold, 

Chief technology Officer. Microsoft Corporation, 

Chose the Gulfstream V 

As THE Tecfenically 
Superior Airplane . 
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WHY THIS BRILLIANT TECHNICAL FUTURIST BOUGHT THE 100TH GULF STREAMY 


Nathan Myhrvold is Bill Gates’ chief scientist and widely 
regarded as perhaps the most influential technical mind of 
our time. 

He is a postdoctoral fellow in applied mathematics and 
theoretical physics at Cambridge University. He has a Ph.D. 
in theoretical mathematics and physics, as well as an M.S. 
in mathematical economics from Princeton University. He 
has both an M.S. in geophysics and space physics and a B.S. 
in mathematics from the University of California. 

So, when Dr. Myhrvold decided to purchase a large cabin, 
ultradong range airplane for his use, as you would expect, he did 
his homework very carefully. In discussing this experience he said, 



“La my job* I have to evaluate technical claims and T did that 
here. T talked to the engineers, evaluated the data, examined thp 
competition carefully and concluded that the Gulfstream V s k 
technologically superior to all of its competitors.” 

.. His choice of-the Gulfstream V is another resounding 
endorsement cif our usefully applied technology and further proof 
that this is the airplane of choice for knowledgeable individuals, 
companies and governments the world over who want the 
unbeatable -combination of reliability and the latest technology. 

To learn more about the Gulfstream V and our family of transportation ' 
products and services, call Bill Boisture at (912) 965-5555 or visit us on the 
web at www.gulfstreamaircraft.com. After all, nothing flies like a Gulfstream. 


THE WORLD STANDARD: 


1997 

COLLIER AWARD 
WINNER. 
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AEROSPACE The airlines 7 
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PROSPECTS » by Michael Skapinker 


Desperately unprofitable - even when times are good 


Airlines hope 
global alliances 
will help them cut 
costs and carry 
more passengers 

S hould you invest in the 
airline industry? The 
folks at American Air- 
lines say "No". Or at least 
some of them do. Robert 
Crandall, who retired as 
American's chair man earlier 
this year, used to say people 
who invested in airlines 
were “nuts". 

Donald Carty, his succes- 
sor, is slightly more upbeat 
in the earl; 1990s, be says, 
aviation was “a business 
that wasn't really a busi- 
ness". Today, be says the 
airline industry is better 
managed. "That doesn't 
mean it's going to be the 
most profitable business in 
the world." he says. 

The airline industry will 
never be as profitable as 
some of the computer manu- 
facturers or the makers of 
Viagra. Mr Carty concedes. 


"But there is a lot or poten- 
tial upside, depending on 
what you believe.” 

Which is not a ringing 
endorsement of the indus- 
try's prospects. This is not 
surprising. Aviation is a des- 
perately unprofitable indus- 
try - even when times are 
good. 

For the US aviation indus- 
try, these are the best times 
they have ever had. And yet 
in 1997, the US aviation 
Industry's most profitable 
year, net earnings W ere only 
5 per cent of revenues. The 
software, pharmaceuticals, 
advertising, financial ser- 
vices, clothing, railroads, 
telecommunications and 
entertainment businesses all 
did better. 

- The US airlines stock mar- 
ket performance has also 
been dire. If you had 
invested $100 in the Stan- 
dard & Poor’s 500 index in 
1989, it would have been 
worth $256 in 1996. If. how- 
ever, you had invested $100 
in the S&P airline index over 
the same period, you would 
have ended up with $93. 


Worldwide, the airline 
Industry fares even worse. 
Last year, the world's sched- 
uled airlines produced an 
operating margin of only 5.7 
per cent, according to the 
International Civil Aviation 
Organisation (Icao). This 
was the airlines' sixth-high- 
est operating margin since 
Icao began collecting tbe 
data in 1947. 

The organisation does not 
yet know that the ratio of 
net earnings to revenues 
was. but expects it to have 
been better than in 1996. In 
1996. net earnings accounted 
for L9 per cent of revenues. 

‘Why are airlines so 
unprofitable? Because 
deregulation in the US and 
Europe has led to increased 
competition, pushing air- 
lines to cut Hares. American 
says that more than 90 per 
cent erf its customers travel 
on some kind of discount 
fare. And airlines are expen- 
sive businesses to run. Air- 
craft are costly to acquire. In 
an industry where safety is 
paramount, they are also 
expensive to m aintain. 
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The Asian crisis means 
there is little relief in sight 
for the worldwide industry. 

Airlines have responded 
by forming a range of global 
alliances, hoping to use 
them to increase the number 
of passengers they carry, as 
well as to cut costs. The big- 
gest existing partnership is 
the Star Alliance, made up 
of United Airlines of the US, 
Lufthansa of Germany. Thai 
Airways. Scandinavian Air- 
lines System, Air Canada 


1988 B7 88 B9 90 91 92 93 94 95 96 97 


and Varig of Brazil. 

The longest-standing alli- 
ance is between Northwest 
Airlines of the US and KLM 
of the Netherlands. Delta 
Airlines of the US has a part- 
nership with Swissair, Aus- 
trian Airlines and Sabena of 
Belgium. And British Air- 
ways and American Airlines 
have received conditional 
approval from the European 


include Japan Airlines. 
Canadian Airlines, Qantas of 
Australia and Iberia of 
Spain. 

In the US, several new 
domestic partnerships have 
been struck over the past 
year. American and US Air- 
ways have announced a mar- 
keting agreement, North- 
west and Continental have 
forged close links and United 


PROFILE 


Federal Aviation Administration 


Subject of sharp 
public criticism 


Commission to form one of and Delta have announced a 

the world’s most powerful link-up. 

alliances, which could also All the alliances, both 


.... _ v 


Internationa] and US domes- 
tic. have the same aims. 
First, to encourage passen- 
gers to travel with one of the 
alliance partners, rather 
than with competitors. The 
second, longer-term, aim is 
to cut costs by purchasing 
everything from aircraft to 
rubbish bags jointly. 

Aircraft manufacturers 
have generally welcomed the 
airline alliances. Although 
they might be able to press 
for lower aircraft prices than 
individual carriers could, a 
healthier aviation industry 
should be good news for the 
manufacturers, too. 

However, the Asian air- 
lines' difficulties still worry’ 
the aircraft manufacturers. 
Philip Condi t. chairman of 
Boeing of tbe US, the world's 
biggest aircraft maker, said 
earlier this summer that the 
Asian crisis “will be rela- 
tively long-lasting. I don't 
see any optimistic signs of a 
quick recovery." 

Nevertheless, air traffic 
worldwide is continuing to 
grow. Airbus Industrie, the 
European consortium, which 


is tbe world's second-biggest 
manufacturer, forecasts that 
passenger traffic will grow 
at an average annual rate of 
5RJ per cent over tbe next 10 
years. In the decade after 
that. Airbus predicts that 
growth will slow slightly, 
but will still continue to 
average 4-6 per cent annu- 
ally. 

Airbus and Boeing both 
say that airlines are being 
cautious about their aircraft 
ordering. They do not want 
to find themselves with too 
many half-empty aircraft 
when the next downturn 
occurs. Nevertheless, traffic 
growth and tbe need to 
replace older, noisier jets, 
means that airlines are 
likely to order large num- 
bers of aircraft over the next 
20 years. 

Airbus forecasts that over 
the next two decades, the 
worldwide airline fleet will 
increase from 9,700 today to 
17.900. Airlines will buy 
13.600 new and replacement 
aircraft over that period, 
with a total value of 
$1 «200bn. 


jraiBW oan heJfewagencies 
within the US government 
which have drawn as much 
sharp public criticism, over 
as many years, as the 
: Federal Aviation 
' Administration. Perhaps 
only the lambasted tax 
collectors of the Internal 
Revenue Service can rival . 
the FAA for congressional 
disapproval. 

Take the recent report by 
the General Accounting 
Office, tbe investigating 
arm of Congress, which 
analysed the FAA’s 
long-running programme to 
modernise its ageing air 
traffic control computer 
systems. 

The FAA’s strategy to 
overhani Its national 
airspace system began in 
1981 with the aim of 
meeting the growth in air 
traffic, improving air safety 
and increasing the 
efficiency of air traffic 
controllers. The problem 
could hardly be more 
pressing. The FAA itself 
predicts the number of 
passengers on commercial 
aircraft will double to more 
than ibn by the year 2015. 

- Since the early 1980s, the 
US government has 
committed more than $25bn 
to the programme, but tbe 
GAO says many of the 
promised benefits have 
been delayed and the 
aviation industry's 
confidence In the agency 
has ebbed. Gerald 
Dillingham, the GAO's 
associate director of 

transportation issues, told 

a healing of senators In 
February that the FAA’s 
modernisation plans had "a 
problem-plagued past” 
which had forced It to pay 
for costly interim projects. 

"Most recently, we found 
shortcomings In the areas 
of systems architecture or 
the overall modernisation 
blueprint, cost estimating 
and accounting, software 
acquisition and 
organisational culture.’ 4 he 
said. 

Under the leadership of 
Jane Garvey, the FAA's 
new administrator, that 
reputation for 
root-and-branch 
mismanagement may be 
changing. After a year in 
office, Ms Garvey has 
launched a broad range of 
1 new measures to improve 
the agency's perform ance. 

For example. Ms Garvey 
says she immediately found 
• basic problem with the 
agency's vital "Stars" 
programme to replace the 
computers and display 
systems in air traffic 
control towers. “When I 
came to tbe agency, it was 
apparent that we bad not 
fully addressed the 



Jane Garvey: launched a broad 
range of measures to improve 
the agency's performance 

controllers’ human factors 
concerns with Stars," she 
told Congress in Marph. 

Her answer was to set up 
a human factors working 
group. “The working group 
has developed a process to 
identify, monitor and 
resolve human factors 
issues throughout the 
entire acquisition process 
so that these issues do not 
arise unexpectedly, late in 
a programme," she said. 

The FAA’s bigger vision 
is to tec the global 
positioning satellite system 
to move pilots away from 
ground-based navigation to 
“free flight”. Aircraft 
would be free to take the 
most direct, least expensive 
routes, in conjunction with 
air traffic controllers. Tbe 
FAA’s plans were born in 
1994 with a target start 
date of 1997. But the 
technical difficulties have 
proved overwhelming for 
tbe FAA, and the initial 
stages of the project are not 
scheduled to be in place 
until next April. 

For many in the industry, 
the only answer to the 
FAA’s problems is a 
complete overhaul of its 
management and funding. 
Tbe National Civil Aviation 
Review Commission, made 
up of industry 
representatives and 
independent members of 
the public, made nine 
sweeping recommendations 
last year. 

At the top of its list was 
the desire to created 
customer-oriented agency" 
wfth performance-related 
management and a 
cost-based revenue system. 

"Every day that passes 
without financial and 
management reforms 
means the coming gridlock 
will be here sooner and last 
longer than If the country 
steps up to the problems 

now,” tire commission said. 
“The US adr transport 
system is faffing into a 
hole. Climbing out of th is 


hole will take a great deal 
of money and time.” 

Ms Garvey has taken the 
criticism on board. 
Welcoming the 
commission’s 

recommendations, she said 
the FAA’s management 
needed to be more directed 
towards soring its 
customers - tbe airline 
industry. 

“The men and women of 
the FAA who provide 
around-the-clock daily 
civilian air traffic services 
for domestic and 
international aircraft 
operations need the 
operational flexibility and ■ 
financial stability to 
respond to the dynamic 
industry they sore,” she 
told senators in AprfL “We 
must be able to identify our 
costs, know what our 
customers need, and 
respond creatively and 
rapidly to those needs.” 

However, that may be 
easier said dwn done. 

While Ms Garvey is keen to 
move to a user-fee system, 
charging airlines for the 
service they receive, tbe 
FAA’s early experience of 
identifying its own costs 
has proved controversial 
and unhappy. When the 
FAA started tp charge 
over-flying fees to foreign 
aircraft passing over US 
airspace last year, the 
international outcry led to 
court action which ! 

overturned the fee system. 

Although the FAA was 
entitled to charge fees, the 
appeals court ruled that the 
agency had used the wrong 
methods to calculate its 
charges. Without proper 
cost accounting systems in 
place, the FAA could not 
justify its own fees. Henry 
Price, FAA spokesman, said 
the FAA was still 
developing those systems. 

But in one area at least 

- perhaps the most 
important one for the FAA 

- Ms Garvey has won 
plaudits from tbe industry 
and the public alike. This 
year has seen a raft of 
safety inspections of older 
Boeing 747s and 737s In the 
wake of the TWA S00 crash 
which killed 230 people 
over Long Island two years 
ago- 

But some in the airline 
industry still suspect that 
the FAA’s culture wifi take 
decades to reform. One 
analyst said: "You cannot 
turn a supertanker on a 
dime. They have a lot of 
ex-milRary people over 
there who are used to doing 
things in their own way. A 
lot of people have tried and 
failed to change that 
culture." 

Richard Wolffe 





I 


WE CAN TRACE OUR LINEAGE 
TO A COTTAGE IN THE COTSWOLDS. 


This is the Georgian family home, lovingly rebuilt by 
Marrin Bath. When Martin isn’t restoring the past, 
he’s helping Smiths Industries to create the future. 
He was part of the team chat developed ELMS - the 
revolutionary Electrical Load Management System that 
helps airplanes to use electrical power more efficiently. 
Its a system vou’ll find on board every Boeing 777. 


Boeing has been working with European experts like 
Martin and their companies for 30 years. For one simple 
reason: we want to work with people who are best at 
what they do. Of course, building an airplane is a massive 
enterprise. It rakes teamwork on a grand scale. Many 
indivi duals, many companies, many countries. But 
working together, we can do almost anything. 
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IN-FLIGHT ENTERTAINMENT • by Roger Bray 


LIVEMES » by Roger Bray 


A history of broken promises 


Despite advances 

in technology, 

IFE has promised 
more than it has 
delivered so far 


A ir travellers should 
soon be able to access 
the internet from their 
seats, downloading academic 
research, checking stock 
market prices, or catching 
up with the latest football 
scores. 

At first glance it looks like 
a great idea. The technology 
is available now and the sys- 
tem could be Up and r unning 
towards the end of next 
year. But can it be imple- 
mented at an acceptable 
price? 

In theory, a passenger 
with a laptop computer 
could already surf the net 
while in flight, but it would 
be painfully slow and excru- 
ciatingly expensive. 

However, if sufficient sat- 
ellite capacity is made avail- 
able for rapid data transfer, 
it becomes a practicable 
proposition. 

Optimists had hoped that 
the council of Inmarsat 
(International Maritime Sat- 
ellite Organisation), which 
serves the shipping and avia- 
tion industries, would give 
its blessing to the launch of 
aeronautical high speed data 
at its July meeting. 

Instead, the council, repre- 
senting Inmarsat’s 82 signa- 
tories. backed continuing 
technological development 
of the system - but 
demanded further proof of 
its commercial viability. 
Inmarsat wanted to know 
what impact would external 
events such as the Asian cri- 
sis would have on demand. 

Given the history of 
in-flight entertainment (IFE) 
so far. its caution was under- 
standable, not least because 
Inmarsat is on the brink of 
turning itself from some- 
thing akin to the UN into a 
market-driven, profit-ori- 
ented corporation. 

It is a story. In the words 
of one airline executive, of 
“unreliable hardware, bug- 
ridden software, broken 
promises and unhappy pas- 
sengers”. 

Some airlines trying to 
install complex, interactive 



Cabin management Interactive video is available (or Singapore Airfines economy class passengers 


systems have run into seri- 
ous reliability problems and 
have sought to fill the gap 
by offering customers hand- 
held Sony Video Walkman 
units as a stop-gap measure. 
At least one carrier, having 
trumpeted the impending 
launch of electronic gam- 
bling, was forced to abandon 
it. 

British Airways has 
started installing a Rocfe- 
well-Coliins system which 
will offer a choice of 13 chan- 
nels to first class and busi- 
ness class customers and 12 
to travellers in economy, but 
which can be upgraded to 
incorporate interactive 
entertainment and video-on- 
demand when the airline is 
satisfied that the equipment 
will survive the robust con- 
ditions of flight. 

Video-on-demand allows 
passengers to select, stop 
and start a movie at will. It 
has been described by one 
commentator as “the holy 
grail of IFE". But so far it 
has been install ed by only a 
handful of carriers. 

Swissair and Singapore 
Airlines have introduced vid- 
eo-on-demand and interac- 
tive games. Entertainment 
offered by Swissair includes 
a choice of 14 films which 
passengers can view on 


demand and two more which 
are controlled by cabin crew. 
Its passengers can also gam- 
ble. using a touch-screen sys- 
tem - although not on 
flights to and from the US, 
which still forbids gambling 
in the sky. 

S1A has been testing video- 
on-demand and interactive 
entertainment on a Boeing 
747 flying between Singapore 
and Tokyo. 

The technology has been 
developed by Matsushita, 
which provides the airline's 
existing multi-channel 
systems. There is a choice of 
15 movies. Passengers can 
also play any of 10 Nintendo 
computer games and the car- 
rier recently extended its tri- 
als by adding electronic 
gambling. 

Experiments with the 
transmission of live televi- 
sion to aircraft are expected 
to continue. Earlier this 
year, passengers on a Boeing 
767 operated by US carrier 
Delta were able to watch 
part of the American football 
SuperbowL It was part of a 
long-running experiment, 
started by the airline in 1996 
in conjunction with Hughes 
Avicom, which provided the 
hardware, and satellite com- 
pany DIRECTV, which also 
recently agreed a deal to 


relay news and other live 
programmes to business jets. 

When trials began, recep- 
tion and reliability were 
patchy and it was not possi- 
ble to transmit more than 
one channel simultaneously. 
Things have improved, says 
Rockwell-Collins, which took 
over Hughes Avicom last 
year. Now it Is possible to 
transmit 14 channels at the 
same time. 

A new series of trials on 
the same Delta jet, in which 
passengers will be able to 
choose what to watch from a 
menu of live broadcasts 
transmitted to screens at 
every seat, is expected to 
start later this year. 

Robert Wal2er, director of 
business development at 
Rockwell-Collins Passenger 
Systems, says: “Most other 
airline are waiting to see 
what happens with Delta tri- 
als -but we may also do some 
tests with one or two other 
carriers.” 

Trials of the new system 
were being extended to bring 
the service to every seat on 
the aircraft, with passengers 
choosing what to watch from 
a menu of channels dis- 
played on their screens. 

Against this background, 
the route to rapid airborne 
internet access may look 


positively smooth. Passen- 
gers most likely to benefit in 
the short term will be pre- 
mium Tare payers in first or 
business class cabins, some 
of which are already fitted 
with laptop points. 

The system could also be 
used by airlines and aircraft 
manufacturers to send infor- 
mation to pilots. 

Inmarsat is trying to leap 
ahead of currently accepted 
transfer speeds. There are 
two existing ways of sending 
data - circuit mode, which 
uses links also designed for 
voice traffic, is transferred at 
up to 4.8 kilobits, and packet 
mode, which is designed spe- 
cifically for data transmis- 
sion. works at about double 
the rate. Inmarsat is propos- 
ing 64 kilobits. 

David Coiley. its aeronau- 
tical services marketing 
manager says: “Current 
speeds are all right for cock- 
pit communications but they 
didn't envisage demand from 
passengers to use the inter- 
net. We have decided to take 
the bull by the horns and 
enhance the data rates, 
looking at requirements for 
two to three years hence. 

"Typically, aircraft use six 
simultaneous channels, one 
or perhaps two for the cock- 
pit - one of which would be 
packet data - the rest circuit 
mode. 

“Under the proposed new 
system, if five passengers 
wanted to plug laptops into 
data ports they could receive 
data at 64 kilobits each, 
which would be faster than 
the average desktop. 

“The price per minute is 
still being appraised. It 
depends on what passengers 
are prepared to pay. The 
average price of an in-flight 
telephone call at present is 
around $S - but even if it 
stayed that high you would 
be getting information 
extremely quickly. And bear 
in mind the amounts some 
hotels charge for interna- 
tional telephone calls’ 1 . 

Inmarsat's council was 
due to meet again this 
month and again in Novem- 
ber. If it gives the final nod, 
aeronautical high speed data 
may help restore faith in the 
bright future of IFE which 
- so far at least - has prom- 
ised, mere than it has deliv- 
ered. 


Image-makers have 
designs on airliners 


k-ate 






Many airlines are 
unadventurous 
because they 
fear alienating 
their passengers 


B rave and For- 
ward-looking or ill-ad- 
vised and unpatriotic? 
Few aviation questions since 
the last Fara borough air 
show have filled as many 
column inches as British 
Airways' decision to give its 
fleet a radical new look. 

Yet nobody should be sur- 
prised that, even now, the 
dust has not settled. As long 
as airlines are seen as sym- 
bols of national virility, such 
abrupt departures will pro- 
voke hostility among tradi- 
tionalists. 

This is not an issue pecu- 
liar to Britain, says Richard 
Ford. European creative 
director for American-owned 
branding and design consul- 
tants Landon “The contro- 
versy has probably been 
exaggerated here by the 
Thatcherite. anti-European 
lobby. But you might get the 
same sort of reaction in 
other European countries 
where nationalism is an 
issue. The Italians or the 
French might get pretty 
upset if you took their 
national colours off the tails 
of their aircraft". 

Small wonder, then, that 
many airlines are unadven- 
turous about changing their 
liveries dramatically. But 
sometimes they have little 
choice. Already this decade 
at least two carriers have 
needed to respond sensi- 
tively to political change. 

One was South African 
Airways, which sought to 
shake off associations with 
the apartheid era. Reaction- 
ary whites might have been 
less than ecstatic with its 
decision to drop the spring- 
bok, but the airline headed 
off objections by asking the 
people for their ideas. More 
than 90 per cent of the 
designs suggested were vari- 
ations on the flag. 

Applying such cosmetics 
takes time. Changes are 


made as aircraft go In far 
overhaul. Some two years 
on. about one third of the 
airline’s fleet is still operat- 
ing In the old livery. 

The other carrier was 
Cathay Pacific, which 
wanted to encourage con- 
sumers to think. of it as an 
Asian airline. It moved to a 
form of calligraphy design. 
Mr Ford, whose firm 
designed it. says this 
“speaks to the consumer of 
Asia without being seen as 
specifically Chinese, Japa- 
nese or Korean." 

There axe other, less earth- 
shaking motives for airlines 
to change their looks. The 
colours which BA is now 
shedding, which were 
designed by Landor, were 
adopted to mark its privati- 
sation, for example. 

Air Canada altered its liv- 
ery for the same reason. A 
spokeswoman says: “We 
were privatised in 1969, but 
in the early 1990s research 
showed that too many 
people still through of us as 
a crown corporation, so we 
wanted to create the image 
of a go-ahead company". 

Tails were painted green 
to represent the Canadian 
forests, the maple leaf was 
made to look less stylised 
and more natural -and the 
airline's name was restored 
from lower case to capital 
letters. 

Aer Lingus was persuaded 
by designers to adopt a more 
authoritative look, with a 
deeper green and a more nat- 
ural shamrock, in order to 
Hi-rfinguinh itself from low- 
fare airlines which were 
snapping at Its ankles. 

And Chilean carrier Lan- 
Chile, which unveiled a new 
livery earlier this year, 
needed to make its jets look 
their age. Vla dimir Maraich, 
who worked on the design at 
DIefenbach. Elkins. Davies, 
Baron, says: “They had one 
of the youngest fleets in the 
world but their previous liv- 
ery made them look like 
they were made in the 1950s 
or 1960s.” 

Some can start with a 
clean sheet From its launch, 
UK airline easyJet has dis- 


played its reservations tele- 
phone number on the Fuse- 
lage of its jets - the inspira- 
tion not of outside 
consultants but of Tony 
Anderson, its head of sales 
and marketing. 

“Because we are a direct 
sell operation, "says a 
spokesman, “getting our 
number across to the con- 
sumer is all important” it 
seems to work. In one week 
t hi s summer, calls on 
the new telephone number 
being stuck to the rides of 
aircraft amounted to about 
14 per cent of its overall 
total. Now easyJet has 
started displaying its web 
address on aircraft. 

More recently the brand 
consultancy Wolff QUns was 
tasked with creating an 
image for Go. British Air- 
ways’ recently launched, 
Stansted-based. budget oper- 
ation. Jane Speller, account 
director, says: “We wanted 
something which would feel 
very generous. 

“We wanted it to look as 
though the whole word, Go, 
was too big for the tail and 
we added another word. On 
one aircraft it is Go Today, 
for example, on another Go 
Now - or Everybody Go. We 
wanted people to feel that if 
they decided to go away we 
could get them there easily". 

What now for British Air- 
ways itself? The airline has 
denied strenuously that it 
intends to ditch its conten- 
tious new look, but concedes 
it may do a bit of tweaking. 

John Sorrell, chairman of 
Interbrand Newton and Sor- 
rell. which designed it. says: 
“The customer acceptance 
rate has been incredible 
since it was launched but it 
is hig her abroad tharr in the 
UK That is perhaps not sur- 
prising given all the head- 
lines about dropping the 
Union Flag. But when people 
in Britain understand what 
the aim is they are more 
supportive." 

In any case, he says the 
flag has not disappeared 
completely. Its red. white 
and blue have been incorpo- 
rated in the livery's main 
symbol. 
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Governments are 
looking to the 
private sector to 
finance airport 
improvements 

I magine every man. 
woman and child in a 
medium-sized coun- 
try-say the UK or France 
- flying around the world 
every year. That gives you 
some idea how many passen- 
gers the world's airlines 
carry annually. 

The airlines measure their 
wort rate in revenue passen- 
ger kilometres (RPKs), 
which is the number of 
people they transport multi- 
plied by the distance they 
carry them. The total figure 
for all the world's airlines is 
currently 2.800bn RPKs 
annually. That is 10 times 
higher than SO years ago. 


Twenty years from now, 
airlines are expected to carry 
nearly three riw^g as many 
people as they do today. 

Where will all these people 
board their aircraft and 
where will they land? Who 
will build the airports to 
accommodate them all? New 
airports are being built, of 
course. Hong Kong and Mal- 
aysia both opened new air- 
ports this year. 

Elsewbere. however, there 
are fierce environmental 
objections to new airports, 
terminals and runways. 
Schiphol airport in Amster- 
dam has been instructed by 
the Dutch government to 
limit flights and restrict 
night-time operations. The 
result is that KLM, the larg- 
est Dutch carrier, expects 
profits to he reduced by tens 
of millions of guilders feia 
year. 

London's Heathrow, 


Europe's busiest airport, is 
straggling to win permission 
to build a fifth terminal, 
which will increase its 
annual capacity by 30m pas- 
sengers . The proposal has 
attracted strong opposition 
from environmental cam- 
paigners and local authori- 
ties. The public inquiry into 
the fifth terminal, which 
began tn May 1995. is the 
longest ever held In the UK 
Even when permission is 
granted to build or expand 
airports, few governments 
have the ability, or desire, to 
pay for them. Cbek Lap Kok, 
Hong Kong’s new airport, 
did rely largely on state fin- 
ancing; government funds 
represented about HKS4Dbn 
of the HK$70bn needed to 
build the airport- 
. Increasingly, however, 
governments are turning to 
the private sector to finance 
improvements or expansion 


of their airports, or to 
improve the way they are 
run. From Argentina to 
South Africa, from Germany 
to Australia, governments 
have sold off, or are selling 
off, large ch unks of their air- 
ports to private sector com- 
panies. 

The need to reduce govern- 
ment spending is one moti- 
vation. Another is the per- 
ception that passengers are 
de manding a better level of 
service than public sector 
owners can provide: A third 
is the realisation that air- 
ports can generate revenues 
from activities which go 
beyond the business of mov- 
ing passengers on and off 
aircraft 

In particular, airport own- 
era have begun to see that 
their facilities can be turned 
into shopping malls. What 
more could retailers ask for 
than being presented with 


thousands of well-heeled cus- 
tomers who are forced to 
spend an hour or two wan- 
dering past shop windows 
before boarding their flights? 

One of the first airport 
managers to understand the 
implications was Sir John 
Egan, chief executive of 
BAA, the privatised group 
which owns seven UK air- 
ports, including Heathrow. 
Gatwick and Stansted in 
London. 

The charges that BAA 
makes to airlines at its Lon- 
don airports are strictly reg- 
ulated. The group needed an 
alternative source of reve- 
nue. “Once 1 saw that 60 per 
cent of people passing 
through Heathrow were in 
the A and B social groups, I 
thought: this is the place to 
sell high quality goods." Sir 
John says. 

In 1997-98, for the first 
time, more than half of 


BAA's revenues came from 

retailing. By contrast, only 
30 per cent of revenues came 
from charges to airlines for 
landing and other services, 
long considered to be the 
central purpose of an air- 
port 

BAA was not alone tn dis- 
covering the importance of 
shopping and other activi- 
ties. Schiphol was an early 
retailing pioneer. It has also 
introduced other activities to 
the airport, such as a casino 
and a virtual reality golf cen- 
tre. Airport Group Interna- 
tional. a long-established US 
group, was quick to learn 
the lesson and expand its 
activities at the airports it 
operated. The three are 
among the principal con- 
tenders in any airport priva- 
tisation. 

BAA runs Indianapolis air- 
port in the US. Melbourne in 
Australia and has a control- 


AIR TRAFFIC CONTROL • by Michael Donne 


Delays continue to be a sore point 


Eurocontrol argues 
that European' 
integration is slow 
because of its 
great complexity 


A s the volume of Euro- 
pean air traffic contin- 
ues relentlessly to 
increase, delays continue to 
be a sore point not only with 
air travellers, but also with 
the airlines themselves. 

Travellers are generally 
not interested in why delays 
occur, they just object 
vocally to them occurring at 
all. preferring their journeys 
to be entirely seamless and 
trouble-free. The airlines, at 
the sharp end of travellers’ 
complaints, do not hesitate 
in passing the blame hart to 
the airports and the ATC 
authorities. 

The Association of Euro- 
pean Airlines (AEA). repre- 
senting 27 of the biggest air- 
lines in Europe, points out in 
its 1998 Yearbook that 19£ 
per cent oT European flights 
were more than 15 minutes 
late in 1997, a frill percentage 
point worse than in 1996. It 


points out that delays have 
persisted into 1998. with the 
delay rate for European 
flights deteriorating in April 
to more than 21 per cent of 
departures, and the figures 
for midsummer yet to come. 

It adds that the long-term 
trend in delays "clearly 
points to a climb bade to lev- 
els of the late 1980s, which 
were rightly seen as reach- 
ing crisis dimensions, and 
which precipitated a major 
political process a-nri numer- 
ous initiatives to improve 
European ATC, which pro- 
duced short-term benefits 
but ultimately no longterm 
solutions.” 

Moreover, in contrast to 
the two previous years. 1997 
was not distorted by high 
levels of delay in the winter 
months, but instead "dis- 
played a pattern of high 
delay throughout, with a 
notable peak in the July -Sep- 
tember period." 

The AEA attributes 55 per 
cent of the winter delays and 
about 65 per cent of those in 
the summer “to infrastruc- 
ture-related causes-, with 
delays likely to fall more 


within the airlines’ own con- 
trol accounting for one-third 
of the total’’ 

Of those infrastructure 
causes, some were undeni- 
ably the result of difficulties 
at airports, with congested 
terminals and inadequate 
gate facilities. The airports 
themselves argue that they 
are doing what they can to 
solve such problems, but 
face severe difficulties gener- 
ated by increasingly tough 
environmental constraints 
imposed by governments 
(such as intensified curfews 
on night jet movements, and 
lengthy delays in winning 
planning approvals for new 
terminals end runways. The 
long battle, stiff in progress, 
to win approval for Terminal 
5 at Heathrow, is cited as an 
example). 

But most AEA ire is 
reserved for ATC problems. 
It argues that European ATC 
is still much too fragmented, 
with 49 ATC centres, 22 oper- 
ating systems, 31 national 
systems, 18 suppliers of 
hardware, and 30 pro- 
gramme languages. 

The AEA regards the cur- 


rent plan of the governmen- 
tal European Civil Aviation 
Conference (EC AC) to har- 
monise and integrate exist- 
ing systems as wrong, claim- 
ing that it perpetuates 
existing inefficiencies at 
some ATC centres and such 
problems as circuitous rout- 
ings. It believes that instead 
there should be "a single 
sky" for Europe. 

The ATC authorities nev- 
ertheless hit back hard. 
Eurocontrol, the European 
Organisation for the Safety 
of Air Navigation, represent- 
ing 27 countries, says: “The 
reality is that total traffic 
within Europe increased 
from 7m flights in 1996 to 
7.5m in 1997 (a rise of 7 per 
cent).” Despite that increase. 
It says: "The total amount of 
delay resulting from imbal- 
ance between traffic demand 
and ATC capacity remained 
at the same level as that of 
1996. whilst furthermore the 
average delay per flight 
actually decreased.” 

Eurocontrol argues that 
such results are due to the 
progress being made with 
the European ATC Harmoni- 


sation and Integration Pro- 
gramme (Eatchip). and 
points to the introduction in 
March, 1996, of the Central 
Flow Management Unit 
(CFMU) based at Haren near 
Brussels, as a big step for- 
ward in the control of all air 
traffic flows throughout 
Europe, “making a crucial 
contribution to the more effi- 
cient use of available ATC 
capacity and delay reduc- 
tion”. It also points out that 
"the integration of ATC In 
Europe is. owing to its 
extreme complexity, a 
long-term target”. 

Furthermore, Eurocontrol 
is embarking on what is 
called the ATM 2000+ Strate- 
gy - the development of a 
comprehensive gate-to-gate 
orientated air traffic man- 
agement (ATM) plan for the 
period through to 2015, 
aimed at bringing all ele- 
ments of the European air 
transport system into equi- 
librium “by considering air- 
port capacity, arrival, depar- 
ture. en-route procedures, 
and the integration of 
systems on the grafted arid 
in the air” while also raking 


ling interest in Naples. 
Schiphol runs Brisbane air- 
port and leads a consortium 
which last year won the con- 
tract to rebuild and operate 
the international arrivals 
building at John F Kennedy 
airport in New York. Con- 
struction should be com- 
pleted by 2001. The manage- 
ment contract, in which 
Schiphol has a 40 per cent 
share, extends until at least 
2015. 

The JFK contract illus- 
trates an important point 
about private financing of 
airports: some city and 
national governments have 
managed to tap sources of 
private finance without sell- 
ing the airports outright. 

At London’s Luton airport, 
for example, the Labour-con- 
trolled borough council had 
set its face against privatisa- 
tion. Because the airport 
Deeded £170m in new invest- 


ment, however, the council 
had little choice but to seek 

private sector financing. 
Instead of selling the airport, 
it called for bidders who 
would be willing to fund the 
investment and run the air- 
port for 30 years. AGI was 
named as preferred bidder. 

Airports in the US have so 
far resisted the privatisation 
wave but. even there, some 
city government owners 
have asked private sector 
partners to pep up the air- 
ports’ generally uninspiring 
retailing facilities. One of 
the first was Pittsburgh air- 
port. which asked BAA to 
run its retailing facilities In 
1982. The airport now boasts 
the largest airport retailing 
complex in the US. with 100 
outlets, including a health 
and fitness centre. This year, 
Newark airport also 
appointed BAA to manage 
its retailing activities. 


into consideration "the 
people who provide and use 
the services as a whole”. 

New individual ATM tech- 
nologies are being developed 
for this purpose, such as 
Reduced Vertical Separation 
Minima (RVSM) which 
reduces the current vertical 
separation between aircraft 
from 2,000ft to 1 ,000ft in the 
upper airspace between 
29,000 and 49.000ft). substan- 
tially improving the accu- 
racy of aircraft navigation 
through what is called Baric 
Area Navigation (B-RNAV), 
and making more Flexible 
Use of Airspace (FUA). All of 
these developments; says 
Eurocontrol, “will do much 
to relieve the acute conges- 
tion in European airspace, 
despite the relentless growth 
in traffic”. 

Moreover, a new interna- 
tional Eurocontrol Conven- 
tion, signed last year, which 
includes creation of an inde- 
pendent Performance 
Review Commission, will 
also help to push forward 
the essential improvements 
in European ATC. 

All of this is also part of 



Air traffic control authorities are blamed for delays by the airlines 


the European contribution 
to the overall wider global 
development of what is 
called the Future Air Navi- 
gation System (FANS), oth- 
erwise' known as Communi- 
cations. Navigation and 
Surveillance/ Air Traffic 
Management (CNS/ATM). a 
multi-billion-dollar pro- 
gramme sponsored by the 
International Civil Aviation 
Organisation to cater for 
worldwide air traffic growth 
through the early years of 
the next millennium. 

It is into this overall pic- 
ture that the prospect of pri- 
vatisation for the UK’s own 
National Air Traffic Services 


(NATS) is being injected. 
This is creating strong opin- 
ions: some, such as pilots 
and air traffic controllers, 
are doubtful about it, if not 
openly opposed. Others, such 
as the top management in 
NATS itself, believe that pri- 
vatisation is the best way to 
enable the organisation to 
raise the capital to pay for 
the expensive and far-reach- 
ing technological develop- 
ments and new facilities that 
lie ahead. Discussions on the 
plan are continuing, but it 
may be' some time before 
final decisions as to when 
and how NATS* privatisa- 
tion occurs. 


1 







M 


V 





MISSION : NX b:u 1 s the world coming to: More .md more, the answers can be seen in a diverse range of partnerships bore-ten companies, governments, and Lockheed Martin. By sharing our capabili- 
ties. ii- aitvi'.ijr. space w -u rns. ek\ tronics. and init>nn.iii« technology new products and services arc emerging. The result: new opportunities i< -r our partners, and lasting progress tor citizens around the world. 




■— ■ac&r, 






idij 



TS? 


V 


m 


£ * 


* Kf. 




--m: 




' -k . : -TM L 


.--jeM*,’ jS® - ’ ../*• f- ev 

‘ . i MM MM — p . < 4 ,M j ~ , M 

This moment of innovation brought to you 


bv Lockheed j 


. jt 1 . 

- v - . - 


k ... S r ' 





125 partners worldwide. 








* ^ 

■i TV-' 


hr 


/ 


-iw-a-w. 


' * 


h0T- 


/- 


LOCKHEED MARTiN 


SUCCESS: S If;.-: rwn M .. 1 ,t.jnon. tdobai tckcornmiinkations. imposed security. '! hose arc iu'-t a few of the waps char partnership with Lockneetl .Vrarnr. is oenektiug tne world. By making long- 
:eun ^-mmirmcMts :o ow n.usr:, r... nod bucking them with in a wide range ot tcvhn«fogies, now innovations art: being crc.ued daily. How can we partner »vun you? 'Mill us at wvvvv.lmco.comfparmers. 







X 


FINANCIAL TIMES THURSDAY SEPTEMBER $ *998 




1 0 AEROSPACE Defence 


OVERVIEW • by Alexander Nicoll, Defence Correspondent 


Europe’s aerospace groups plan mega-merger 



The Pentagon; procurement budget is about S80bn this year ap 


The three biggest 
companies are 
taking the.lead in 
an industry-wide 
re-structuring 

E urope’s biggest aero- 
space groups have a 
project under way. to 
form one of Europe's largest 
companies by merging with, 
each other. 

Their ambition may never 
be realised, even though at 
present there is strong 
momentum behind it. The 
merger will be extraordi- 
narily difficult to accomplish 
and the new group will need 
a tough management ready 
to take painful decisions. 
But if these decisions are 
taken, the new company will 
be a formidable one, able to 
compete with the world's 
best in advanced technolo- 
gies. 

Those most closely 
involved are the three larg- 
est, British Aerospace, 
Aerospatiale of France and 
Daimler-Benz Aerospace of 
Germany. But the restruct- 
uring of aircraft-related 
defence industries touches 
other companies such as 
Dassault Aviation of France, 
Casa of Spain, Alenia of 
Italy. Saab of Sweden - in 
short, all west European 
companies involved in mak- 
ing aircraft 

Others whose business is 
making systems for aircraft, 
such as GEC of the UK and 
Lagardere and Thomson-CSF 
of France, are much mote 


than interested observers: 
indeed, Lagardere has been 
chosen by the French gov- 
ernment to restructure 
Aerospatiale by merging its 
defence interests with the 
state-controlled company as 
part of its privatisation. 

The restructuring of the 
industry is occurring 
because the times for manu- 
facturers of weapons 
systems are chan g in g in a 
number of ways. 

Since the cold war, defence 
budgets in the western world 
have been slashed. However, 
governments have been 
reluctant to cancel big pro- 
curement projects, for rea- 
sons both of sound defence 
and domestic political pres- 
sure. Cancellations mean job 
losses and erosion of a coun- 
try's industrial and technol- 
ogy base. 

This means governments 
are under strong pressure to 
obtain better value for 
money in defence procure- 
ment 

Meanwhile, the US defence 
industry has gone through 
an extraordinary restructur- 
ing process, with deal after 
deal removing old-estab- 
lished companies and group- 
ing their assets with those of 
others. This has left just 
three companies - Boeing, 
Lockheed Martin and North- 
rop Gr umman - as front-line 
aircraft manufacturers. 

While political and other 
constraints have restricted 
the scope for true rationalis- 
ation in the US as well, there 
is no doubt that Boeing and 
Lockheed Martin are formi- 


dable powers in the aircraft 
industry. They are compet- 
ing for their share of a Pen- 
tagon procurement budget 
which, including research 
and development, is still 
about $80bn this year even 
after cuts. 

In Europe, many compa- 
nies are fighting for their 
slice of a much smaller bud- 
get. In 1996, European Nato 
countries spent $47bn on 
procurement and research 
and development. 

The writing on the wall 
could hardly be larger, the 
European aerospace and 
defence industry must con- 
solidate to achieve the econ- 
omies of scale in a shrinking 
market. If it does not, Euro- 
pean defence procurement 
agencies will inevitably find 
themselves forced for bud- 
getary reasons to order 
American equipment. 

Most of the principal com- 
panies involved have long 
recognised the need for 
rationalisation. Various 
plans have been under con- 
sideration for some years. 
Until recently, however, it 
was assumed that the 
restructuring of Airbus, the 
civil aircraft consortium, 
into a corporate entity would 
take place before anything 
else. Aerospatiale. Dasa, BAe 
and Casa are all partners in 
Airbus. 

Since late last year, how- 
ever. the pace has acceler- 
ated considerably. In Decem- 
ber. beads of government of 
Britain. France and Ger- 
many Issued an unusual 
statement calling on BAe. 


Aerospatiale and Dasa to 
draw up a plan by the end of 
March for restructuring the 
industry. Their message 
was: "rationalise or die." 

The three companies duly 
reported back. Although 
their response has not been 
published, they agreed to 
unify into a single company 
with a single management 
structure, quoted on stock 
markets. 

The main obstacle to this 
was the French govern- 
ment's dual role. As a buyer, 
it wanted a restructured, 
more efficient industry. But 
as the owner of a state-con- 
trolled company in a country 
where the state and business 
are intricately bound 
together, it had different 
interests. 

In July, Lionel Jospin, the 


prime minister, bit a large 
bullet when he announced 
that Aerospatiale would be 
merged with the Matra 
defence interests of Lagar- 
ttere, and that the state 
would cut its stake to as 
little as 46 per cent. 

For BAe and Dasa, this is 
still not enough. They both 
welcomed the large shift in 
French policy but made 
clear that they wanted the 
company with which they 
would merge to have no 
state holding at all Other- 
wise, the French govern- 
ment would be bound to 
have an influence on the 
running of the future group, 
they believed. This would be 
unacceptable to their share- 
holders and would under- 
mine the private sector phi- 
losophy which they feel is 


vital for long-term profitabil- 
ity. 

Nevertheless, the French 
move seemed likely, with 
prodding from governments, 
to spur closer negotiations 
on a three-way merger. 
There can in any case be no 
doubting the impetus within 
BAe and Dasa to push 
rationalisation for- 
ward -and If Aerospatiale 
does not move fast enough, 
the British and German com- 
panies seem likely to discuss 
terms for a two-way deal 
before long. 

A merger between the two 
biggest companies is far 
from being the only deal in 
town. BAe recently bought a 
35 per cent stake in Saab of 
Sweden, and is negotiating 
similar deals with Casa and 
Alenia. CRN’s Westland heli- 
copter division is to form a 
joint venture with Alenla’s 
sister company Agusta- 
Other related sectors, such 
as missiles and space 
systems, require rationalisa- 
tion which is to some extent 
dependent on the outcome of 
the larger discussions. 

The companies by them- 
selves cannot restructure the 
way weapons are bought. 
Defence ministries have 
recognised that they have to 
alter procurement practices. 

In a letter of intent in 
July, the defence ministers 
of six countries - Italy, 
Spain and Sweden had been 
added since December's tri- 
lateral initiative - agreed to 
work towards removing 
export controls which hinder 
cross-border companies; to 


eliminate wasteful duplica- 
tion of R&D spending; and to 
.sign “security of supply** 
agreements which would 
enable them to allow produc- 
tion of items to be stopped 
within their own country 
with the assurance that they 
would always be supplied 
from elsewhere. 

On a larger scale, there 
will be pressure on Euro- 
pean governments to har- 
monise procurement much 
more closely so that their 
suppliers can achieve econo- 
mies of scale. While there 
are some examples of suc- 
cessful collaborative pro- 
jects, such, as the Tornado 
aircraft, they are also sub- 
ject to long delays and pull- 
outs. 

With France deciding to go 
its own way when the Euro- 
fighter was being consid- 
ered. western Europe now 
has three different fighter 
aircraft coming on stream: 
Eurofighter, France’s Rafale 
and Sweden’s Gripen. 

To some extent, companies 
can meet the needs of this 
wide variety of customers by 
adopting more practices 
from commercial industry. 
Methods of production of 
military aircraft have been 
modernised substantially in 
tbe past five years, with the 
arrival of computer-aided 
design and production tech- 
niques. and can still go fur- 
ther to make the modernisa- 
tion industry-wide. This 
saves money both in produc- 
tion and maintenance. Mod- 
ular designs can even help to 
meet separate customer 


needs on essentially the 
same aircraft. ■> 

All this will really only be 
driven forward, however, as 
the companies bring 
together order books jvijich 
will take a new group well 
into the next century^ Some 
In tbe industry believe the 
process of creating a Euro- 
pean aerospace and defence 
company will overtake the 
Airbus restructuring. If the 
partners in Airbus merge, its 
formation as a company will 
be much easier - it will sim- 
ply be a division of a much 
larger company. But that 
view may not be acceptable 
in France, which is tied 
more heavily to Airbus than 
to military aircraft. 

That will be just one of 
many complex negotiating 
steps along the road over the 
coming months. 

What is most important to 
each of the companies 
involved is that they retain 
their domestic customer 
base - essentially, their,' own 
ministry of defence - while 
gaining access to broader 
markets through the merger. 

This will enable each com- 
pany and its government to 
argue that something is 
gained in return for the jobs 
lost through rationalisation. 
The new company has to be 
British In Britain. French in 
France and German in Ger- 
many. If not, it will lose the 
political advantage which its 
constituents have, in twin- 
ning domestic orders. To cre- 
ate a structure which 
achieves this will be the big- 
gest challenge. 


JOINT STRIKE FIGHTER * by Alexander Nicoll 


Boeing and Lockheed Martin race for $100bn prize 
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The battle is so 
important that 
neither company 
can contemplate 
losing it 

I f the Pentagon and US 
industry have their way. 
the Joint Strike Fighter 
will become theworld's-ttga-. 
dard combat jet: aircraftPin- 
the first half of the 21st cen- 
tury. 

If Europe has its way, the 
Eurofighter will give its US 
rival more than a run for its 
money, much as Airbus has 
risen to challenge US domi- 
nation of the world's com- 
mercial aircraft industry. 

The JSF programme is by 
far the most important US 
procurement programme 
currently under way, in 
terms of its significance for 
the US armed services, the 
aerospace industry and US 
procurement practices. 

Under current plans, how- 
ever, is is just one of several 
fighters which will be emerg- 
ing from US aircraft facto- 
ries in the early years of the 
next century. 

While four of the largest 
European countries are put- 
ting most of their resources 
for combat aircraft into 
Eurofighter, the US still has 
its eggs in several baskets. 

Lockheed Martin and Boe- 
ing are collaborating on the 
F-22 Raptor, the state-of-the- 
art air superiority stealth 
lighter which will replace 
the F-15 and is due to come 











Artist's Impression of Boeing's JSF. The ‘flyaway’ price fora carrier-based version is pegged at S38m Lockheed Martin's concept of the JSF. InfflaJ orders are estimated at more than 3,000 aircraft 


into frill production in the 
early years of the next 
decade. 

The main assembly line is 
at Lockheed Martin's plant 
in Marietta, Georgia. The US 
Air Force plans to buy 339 
F-22s at a total cost of 
S34.7bn. 

Boeing, at the former 
McDonnell Douglas plant in 
St Louis. Missouri, is making 
F/A IS single-seat E and two- 
seat F Super Hornet aircraft 
for the US Navy, which 
intends to buy more than 500 
of this modernised and larg- 
er'- but not stealthy - ver- 
sion of the previous C and D 
models. 


Northrop Grumman is an 
important subcontractor. 

Lockheed Martin's Fort 
Worth, Texas, production 
liner of the F-16. which has 
won more than 4,000 sales, is 
still open and turning out 
updated versions for export 
customers, recently winning 
a keenly contested order 
from United Arab Emirates. 

But the biggest contest to 
come will be over the JSF, a 
SlOObn programme to make 
the F-16's successor, and a 
straight fight between Boe- 
ing and Lockheed Martin. 
Initial orders are at present 
estimated at more than 3,000 
aircraft. 


Each company has con- 
tracted to produce two con- 
cept demonstrator models by 
2001, when the Pentagon is 
due to make the choice. 

So important is this battle 
that neither company can 
contemplate the possibility 
of losing it 

However, the expectation 
in the industry is that, 
whichever wins, the other 
will also be involved in 
building the aircraft, 
because the Pentagon's com- 
mitment to competition is 
such that it could not allow 
either Boeing or Lockheed to 
suffer a grievous blow to its 
business. 


The JSF represents a new 
way of doing things in sev- 
eral ways. 

The first is unprecedented 
co-operation between the US 
services. It will replace a 
number of aircraft, including 
AV8B Harriers, now in ser- 
vice with three US services: 
the Air Force, the US Navy, 
and the Marines. Tbe inten- 
tion is that the different ver- 
sions of the aircraft will 
have at least 90 per cent 
commonality. 

The Pentagon estimates 
that in the development 
stage alone it will save $l8bn 
in 1995 dollars through this 
joint approach. Total 


through-life costs could be 
less than half what they 
would be if the three ser- 
vices bought separate air- 
craft. 

The JSF may well have a 
fourth initial customer in 
Britain's Royal Navy. The 
UR is contributing $200m 
towards development costs 
and will consider the JSF as 
its Harrier replacement, a 
candidate for its Future Car- 
rier-Borne Aircraft to go into 
service on new aircraft carri- 
ers in about 14 years' time. 
British Aerospace Is partner- 
ing Lockheed Martin in tbe 
project. 

The second new element Is 


the Pentagon’s insistence on 
a relatively cheap, “afford- 
able" aircraft. 

It has stipulated that the 
“flyaway" cost excluding 
development must be no 
more than $28m for a stan- 
dard land-based aircraft and 
335m for a short take-off and 
vertical landing (STOVLl 
version and $38m for a carri- 
er-based version. 

This means the competi- 
tors have to design an air- 
craft with as much capabil- 
ity as possible within the 
price. 

Both sides make much of 
the extent to which they are 
using “lean production” 


techniques to reduce devel- 
opment costs, increase the 
likelihood of first-time per- 
formance. and streamline 
maintenance. 

' Frank Statkus. programme 
manager for Boeing in Seat- 
tle, says the company is 
using design software and 
other techniques it created 
for the 777 commercial air- 
liner. Frank Cappuccio, 
Lockheed programme man- 
ager in Fort Worth, says the 
company is revamping pro- 
duction through computer 
modelling, speeding up pro- 
duction of parts and using 
inventory reduction tech- 
niques. 

The third new element is 
the Pentagon’s use of the 
JSF programme as a model 
for its reform of procure- 
ment processes, intended to 
streamline the bureaucracy, 
shorten procurement cycles, 
and get better value for 
money. The Pentagon has 
made stipulations about 
essential performance char- 
acteristics and has left the 
competitors to work out how 
to meet them. 

Nevertheless, with no JSF 
aircraft yet having flown 
and the first model not due 
to enter service until 2008, 
past experience suggests 
plenty can happen before the 
JSF's future is secure. If it 
does go ahead, it may be the 
last piloted combat aircraft 
to be built in large numbers 
- since considerable invest- 
ment is now going into 
developing unmanned air- 
craft. 


US DEFENCE RESTRUCTURING « by Alexander Nicoll 

Further consolidation possible 


There is still room 
for manoeuvre 
among some of 
the second-line 
suppliers 

A t what used to be the 
headquarters of 
McDonnell Douglas in 
St Louis, Missouri, there is a 
small museum showing mod- 
els of all the aircraft made 
by the company. But the 
signboard outside now says 
Boeing, which acquired 
McDonnell Douglas last 
year. The museum is plan- 
ning to add some models of 

Boeing aircraft 
The change of identity is 
no less awkward for what 
used to be Hughes Aircraft, 
then became part of General 
Motors and is now part of 
Raytheon, previously its 
dose competitor in the mis- 
siles business. Everywhere, 
people are having to get 
used to new* identities as a 
result of the SS2bn worth of 
mergers and acquisitions in 
the defence industry over 
the past five years. 

This year, the government 
decided the consolidation of 
the largest companies had 
gone far enough when it 
blocked Lockheed Martin's 
Slibu acquisition or North- 
rop Grumman. It said it 
wanted to keep three inde- 


pendent aircraft makers, 
even though Northrop's 
main work nowadays is as a 
subcontractor to the other 
two. Boeing and Lockheed. It 
did not want Lockheed to 
devour the competition for 
electronic systems which 
give an aircraft its edge. 

The consolidation has pro- 
duced a few very large 
defence contractors and a 
number of second-line sup- 
pliers. Among the suppliers 
there is still scope for fur- 
ther consolidation. But bar- 
ring corporate accidents, the 
landscape is set to be domi- 
nated for some time by Boe- 
ing, Lockheed, Raytheon and 
General Dynamics. 

That does not mean ration- 
alisation of the industry is 
over. Although plenty- of 
companies have disappeared 
as independent entities, not 
many plants have actually 
closed. 

Lockheed Martin, for 
example, makes the F-16 in 
the old General Dynamics 
plant in Fort Worth, Texas, 
ft makes the 0130 Hercules 
transport in Marietta. Geor- 
gia, where it has installed a 
new production line for the 
next generation F-22 air 
superiority stealth fighter. It 
also has the famous “Skunk 
Works" plant in California 
where it develops and makes 
specialist and secret aircraft. 


Defence Dept contracts 


Fiscal year 1997 

£m 

Lockheed Martin Cop 

TI3 

Boeing Co* 

9-6 

Northrop Gromman Cup 

3J5 

General Dynamics Corp 

3J0 

Raytheon Cwp 

23 

General Mans Cop 

U 

United Technologies Corp 

■ 13 

General Bedrtc Co 

1J 

Litton Industries Inc 

13 

Textron Inc 

1A 


' MgOosmI Dwpbf Gonr gs* second n fif 
1998 hw non or Bjftn ms mSrtd fa* 
Boring Ortng ft 1SS7 nagor 

The general reduction in 
defence business since the 
end of the cold war has 
meant across-the-board job 
losses, but the infrastructure 
of the industry - which the 
Pentagon funds through the 
price it pays for defence 
equipment - has remained 
Fairly intact. 

In a recent paper. Eugene 
Gholz and Harvey Sapolsky 
of the Massachusetts Insti- 
tute or Technology describe 
the production capacity 
overhang as “huge". 

“Eight lines produce mili- 
tary aircraft, six private 
yards build large warships, 
five helicopter companies 
depend on military pur- 
chases, and there are three 
armoured vehicle production 
lines still active." 

The lines, they say. are fed 
by Pentagon orders which 


are not needed - or not at 
such a pace - In the post- 
cold war world. They advo- 
cate paying companies exit 
subsidies to close down pro-' 
duction lines. This would 
not, they say, be a form of 
corporate welfare because 
“the real welfare going on is 
the continuing production 
contracts, which are much 
more expensive in the long 
run.’* 

The defence industry is 
unlikely to agree with such 
views. But companies do 
recognise the need to ration- 
alise their activities and to 
introduce more efficient pro- 
duction methods so they can 
compete with best practices 
in the commercial world. 

“Lean production" is - if 
belatedly - the buzz-phrase 
in an industry which pro- 
duces some of the most com- 
plex and advanced machines 
in the world, but until 
recently did so quite ineffi- 
ciently. “Just-in-time" tech- 
niques of inventory control 
are being introduced. Gone 
are the days when hundreds 
of millions of dollars' worth 
of aircraft engines would be 
piled up in the comer of a 
factory waiting to be 
installed. 

In most factories, the new 
techniques still have quite a 
long way to go before they 
fully take hold. Trade unions 


are still a factor which man- 
agers must take heavily into 
account before announcing 
big changes. 

However, the industry is 
absorbing with enthusiasm 
the computer-aided technol- 
ogy which enables it. to 
design each part precisely 
and manufacture an aircraft 
“virtually". Machine tools 
can be directly programmed 
from designs, meaning that 
parts from each aircraft 
should be interchangeable 
instead of being one-offs as 
in the old days. The com- 
puter design can also ensure 
that aircraft will be simple 
to maintain. 

Plant closures are more 
difficult Boeing’s restructur- 
ing plan - independent of its 
handling of production prob- 
lems on its civil air- 
craft « was seen, as modest 
when announced earlier this 
year. Raytheon's reorganisa- 
tion. intended to rationalise 
the activities of three former 
groups, has been the most 
extensive so far. 

Although commercial logic 
dictates there should be fur- 
ther streamlining of the 
industry, there must be 
doubts about the political 
imperatives which would 
drive such changes through. 
In spite of the steep cuts in 
defence spending since the 
cold war. congressmen are 


Notable mergers and acquisitions 

Since March 1994 ‘ 



Acquiror 

■ Acquires 

Value (Sm) 

Oats 

Loral . 

Northrop 

Martin Marietta 
Wesfingfeouse Dec Sys 
Northrop Grumman ' 

IBM Federal Systems 

Grumman ... . ■ 

• - Senaral Dynamites Space Systems 

Norton Systems 

. Voutf* . ' - • ■ 

1,575 

2.100 

209 

. <100 
-130 

Mar 1 1994 
' Apr * ISM . 

. Jtaqr.2 1994 
- Jw 11994 

Jot 31 IBM 

Affied Signal 

LStton 

Hughes 

ASait Techsytems - 
Lockheed* . 

Textron Lycoming 

Tetadyne Badrtrtc Systems. .• 

' CAE Link 

Hercules Aerospace. 

Martin Marietta--. 

37S§: 

n/a 

170 

486 

- >8,000 . 

Oct a IBM 
-Dec 30 1994 
Fata 271995 
Mar 15 1996 . 
Mar 15 1995 

Rds Royce 

Tracer 

tool 

LBon 

E-SystaosT 

ASuwi Ges Tnbfna 

Lundy Tech Center 

Unisys Defense OperaBona 
kno 

■ Raytheon 

SB 

7- 

882' 

n/a 

M00 

Hr 30 1996 
- tear 71 1985 

May 5 1996 

Jan 5 1995 . 
Jin 15 1895 

Giansal- Dynamics 
« Hughes 

LKtbn. 

ABed Signal. - 
Lcgtam 

• Battrlron Works - 
. . Magnaroc Bednric Systems 
- - Mghaa-Deica hemal Systems 
■Nwifcrop Gnmaran Prettekn 
-- Geodynamlcs 

.300 . 
.370 
70§ 
G0§ 

. 32 

Sep 17.1995 

Dec 14 1995 
. Dec 31 1995 
' Dee 31 1995 

Jan 19 1996 

Utton.'-' 

GM Hughes 

Utton . 

■Northrop Gunman 
. General Dynamics 

• Sperry Marine 
- -IMon-Mc 
- • :-«C . . . 

..-:-.-WasUn 0 »KHjaa Bearonic. System- - • 

. Tetedyne VeNcJs Systems - 

180 

28 
' 425 

3,800 

55 

Fefi 9 1896 - 
Fob IB 1996 . 
Ml 20 1996 

Mar 2 1996 

Mar 29 1996 

Lockheed Martin 
Raytheon 

Southwest Marine 

GEC Maroooj 

Tracer 

• latte 

Chrysler -Technologies 
. Cart rental Maritime . 

Haztettoe 

Content 

BJSQQ 

455 

n/a 

.110 

85-80 

- Apr 221995 

Jim 14 1996 

Jun 14 1996 

Jul 10 1996 

Sep 28 1996 

Boeing 

Litton * 

General Dynamics 

GM Hughes 

Beans' •' 

flock**# Aerospace & Defense - 
■■■- ' Sftr Dnrtafort Of SAJC- 

• tflddtred Mtetin Armament 6 Defense Systems 
’ Mutt Tectejistemg Marine: Systems Group 
Mc0«n» Douglas 

3fl25- 

n/a 

450 

13^00 

Dec ri996- 
Des 311996 

Jan 1 1997 ! 
Feb 28 1997 

1997 

Raytheon . Texas kaftuments Defense Budrwss: 

GM Hughes Defense Business ' R^rtheosi.'^. 

- - -- Racer.: =' 

2*60 
*500 
. =1.400 

1997 

199T 

1898 
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reluctant to see budget deci- 
sions which would affect fac- 
tories or military bases in 
their constituencies. 

However, big decisions 
loom in the next few years 


which will be crucial for the 
survival of military aircraft 
companies and those that 
supply them. 

Boeing and Lockheed are 
competing tooth and nail to 


win the Joint Strike Fighter 
programme. Whatever the 
Pentagon's decision is on 
this programme, it will be 
the a moment of truth for 
the US aircraft industry. 
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EUROFIGHTER t by Alexander Nicoll 


£42bn project gears up for production 


Eurofighter will 
bring business to 
400. companies 
and help secure 
150,000 jobs 

T he arguments are 
over. Eurofighter wfl] 
be built. Eighteen 
years after Its conception, 
the signatures of four 
defence ministers in Bonn 
last December cleared the 
way for the £42bn project to 
move finally into production. 

It wfl] therefore be with a 
mixture of relief and height- 
ened expectation that 
crowds watch the aircraft 
perform some daring man- 
oeuvres in what is expected 


-Max speed; Mach 2 pins \ 

• Wing span; 1035 metros , « 
Length: 1536 metres ; .v - ; 
Height 538 metros : .. 

• Propulsion: Two i. 

' BJ200 turbofan engines. 
Mass rapty: 9,7$0kg .-•/ ' 
Max take-offweJBbfc ; 
2i3ooi« , 

Weapons; m ix Vff Amwwmi 
and Asraam mertimn and 
short-range mlssQes, with 
beyopd vfcral range 
missflflsadded latere 
Produced: Seven 
development models, of 
Which five axe sfngleae&t. 
and two twoeeut 
Pint ffight March 1904 

Flown so fax: Total of 
mere than 750 flights and 
600 hours 

Ordered: 232 BE.18GL . . 
Germany. 121 Italy, 67 .. 

■ Spain 1 

First delivery: 2002 to 
Royal Air Force - 


to be the centrepiece of the 
Fanabo rough Air Show next 
week. 

In Britain. Germany. Italy 
and Spain, factories are 
being readied to turn out 620 
aircraft, with the hope of 
perhaps a similar number in 
export orders. The pro- 
gramme will bring business 
to 400 companies and help to 
secure about 150300 jobs. 

With German budgetary 
disputes other delaying 
factors left behind, the air 
forces of the four partner 
countries can now concen- 
trate on what they are get- 
ting, as well as on keeping 
the performance high and 
the price as low as possible. 

Years of debate have 
Imbued those involved 
- both in Industry and 
among the customers - with 
fierce loyalty and proselytis- 
ing zeal. Eurofighter, they 
insist, is an extraordinarily 
capable aircraft which will 
. serve its owners well in a 
variety of roles for decades 
to come. 

It is not true, they say, 
that the aircraft is outmoded 
even before it is built 
because it was first designed 
to operate in the cold war. 

While defence of western 
Europe's airspace against 
attack by the Soviet Union 
was intended to be one of its 
functions, the aircraft was 
designed from the first to be 
multi-role and to operate in 
demanding environments, 
executives say. A review by 
the four air forces in 1994 
produced a revised, modern- 
ised requirement, but this 
did not differ substantially 
from previous specifications. 

In any case, its defenders 
say, air defence will con- 
tinue to be important even if 
it is not defence of the home- 
land but defence of forces 



Data and sensor fusion: Eur ofl gh te r ’ s cockpit features integrated 
multi-colour displays developed by Smiths Industries Aerospace 


Eurofighter's advanced radar wffl enable ft to detect and identify enemy aircraft 100 miles away without giving away its own posMon 


deployed abroad to deal with 
the world's crises. 

For the partner companies 
in the consortium - British 
Aerospace (BAe), Daimler- 
Benz Aerospace (Das a) of 
Germany, Alenia of Italy and 
Casa of Spain - the project is 
central to the future health 
of the European aerospace 
industry and win provide an 
important base of business 
as the industry is rational- 
ised over the next few years. 
It involves the introduction 
of new “lean manufacturing” 
techniques on a par with 
civfl aircraft construction. 

The programme is hardly 
less important for the two 
parallel consortia: Eurojet 
which is making the EJ200 
engines and includes Fiat of 
Italy, ITP of Spain. MTU- 
Mtmcben of Germany and 


UK DEFENCE PROCUREMENT • by Alexander Nicoll 


Reforms will target 
delays and costs 


Whether or not 
the changes can 
produce tangible 
results will not be 
clear for years 

B ritain’s Labour gov- 
ernment has launched 
what is intended to be' 
the biggest shake-up of 
defence procurement ever 
seen. 

Called "smart procure- 
ment," it is meant to end 
decades of delays and cost 
overruns in weapons buying 
which have attracted 
repeated criticism from poli- 
ticians and government 
watchdogs such as the 
National Audit Office. 

According to the NAO's 
most recent report, the 25 
projects Involving the most 
expenditure in the year 
ended March 31, 1997 were 
on average three years late 
- only three were expected 
to enter service at the date 
originally planned, and six 
were five or more years late. 

The total cost of the 25 
projects was £3bn higher 
than the amounts originally 
approved. 

Such problems are not 
new. Successive govern- 
ments have tried to intro- 
duce greater efficiency into 
procurement. The most 
recent attempt was Michael 
Hesel tine's appointment in 

1984 of Peter (now Lord) Lev- 

ene to bead defence procure- 
ment. 

His emphasis on competi- 
tion for contracts brought 
benefits, but also problems. 
By the end of the Conserva- 
tives’ period in office in 1997, 
neither the military, nor pro- 
curement officials, nor 
industry were happy. 

George Robertson, the 
defence secretary, saw that 
this situation could not con- 
tinue at a time when his 
£22bn annual budget, of 
which £9bn is spent on pro- 
curement. was under severe 
attack from the Treas ury- 
In the subsequent strate- 
gic defence review, the 
results of which were pub- 
lished in July, the overall 
defence budget was essen- 
tially preserved with rela- 
tively small cuts and aH big 
new equipment programmes 
were protected. 

But the Ministry of 
Defence promised to achieve 
3 per cent savings in opera- 
tional costs, to be achieved 
partly by slimming down the 
Procurement Executive, the 
Mod's buying organisation 
based near Bristol. 

It has also promised £2bn 
of savings over 10 years 
♦h wMig h reforms of procure- 
ment methods. Sir Robert ' 
Walmstey. chief of defence 
procurement, fa predicting a 
"complete culture change. - 
In the "acquisition organ!- 



Robertson's £22bn annual 
budget, of which £9bn goes on 
procurement, was under attack 

sation review" which led to 
these promises being made, 
the MoD called in McKinsey, 
the management consul- 
tants. Many of its recommen- 
dations are to be imple- 
mented over the next two 
years. 

McKinsey, which con- 
ducted its study in partner- 
ship with officials and indus- 
trialists, found the system to 
be inflexible and too bureau- 
cratic. It said insufficient 
spending in early stages of 
development of new weap- 
ons produced flawed pro- 
grammes and unnecessary 
costs in later stages. 

There was too heavy reli- 
ance on competitive tender- 
ing. People responsible for 
programmes were not suffi- 
ciently accountable - al- 
though there were too many 
levels of review and over- 
sight Performance manage- 
ment was inadequate. On 
the contractors side, the 
study .found, there were 
insufficient penalties and 
rewards - “too small a carrot 
and too small a stick". 

M cKins ey recommended 
dividing up items procured 
according to their value and 
importance. At present, 
everything supplied to the 
MoD has to be covered by a 
contract - the MoD signs 
100.000 each year. Under the 
reforms, officials are to be 
issued with purchasing 
cards for low-value items. 

The management of big 
projects fa to be streamlined 
considerably. In future, each 
will have only two points at 
which it requires ministerial 
approval to proceed: the 
point of conception, and the 
point before big money 
starts to be spent on demon- 
strator models or production 
investment. 

Each will have an inte- 
grated project team, which 
will include representatives 
from all those who will be 
involved In a product's life: 
Industry, military require- 
ments staff, procurement 
officials, and logistics staff 
who will be responsible for 
maintaining and supporting 
it In service. 

. Each team will have a 


leader, who could be mili- 
tary or civilian, with a back- 
ground on the technical or 
operational side or in the 
civil service, depending on 
wbat was seen as appropri- 
ate for a particular pro- 
gramme. 

MoD officials are also plan- 
ning to have each contract 
run as an "open book": the 
aim would be that the con- 
tractor is encouraged to seek 
savings during manufactur- 
ing, the benefits of which 
would be shared between the 
MoD and the company. 

Competition for contracts 
is to be preserved as much 
as possible even though the 
defence industry has shrunk. 
To achieve this, the MoD 
would award prime con- 
tracts to "systems integra- 
tors" who might not be the 
manufacturers of the “plat- 
form” - the aircraft, ship or 
vehicle. 

The prime contractor 
would then have the respon- 
sibility to achieve the cheap- 
est price by bolding competi- 
tions for sub -contractors. 
These practices are already 
common, but are expected to 
be given extra impetus in 
“smart procurement." 

To some extent the gov- 
ernment is following the 
exhortations of industry 
which has itself radically 
reorganised supply ebains 
and is suggesting the adop- 
tion of similar methods by 
the MoD. 

Britain's reform efforts are 
being closely watched in 
other countries, especially 
the US which has its own 
reform programme well 
under way. 

Whether the reforms will 
produce tangible results 
remains to be seen - it will 
not be clear for some years 
because the biggest effect 
will be on new programmes 
rather than on those already 
under way. which will 
account for most spending 
for the time being. 

Defence procurement, 
whatever new commercial 
practices are introduced, is 
inevitably affected by poli- 
tics and by the military's 
changing perceptions about 
what it needs to counter 
threats. ; 

Many programmes involve j 
collaboration with other 
countries, with the result ■ 
that a programme is almost [ 
bound to move at the pace of j 
the slowest partner. ! 

The Merlin EH101 anti- i 
submarine helicopter will i 
enter service with the Royal j 
Navy this year, more than 30 j 
years after its initial concep- ! 
lion. Eurofighter Has bad a • 
similar gestation period. But ■ 
this is by no means all due ' 
to British bureaucratic bon- [ 
gling. Reforms of the bureau- j 
cracy, therefore, seem likely ! 
to deal with only part of the j 
problem. < 


Rolls-Royce of the UK: and 
Euroradar, which has devel- 
oped a new radar and is led 
by GEC-Marconi of the UK 
with FIAR of Italy. Dasa of 
Germany and Enosa of 
Spain. 

Work is divided according 
to a deal which reflects the 
numbers of aircraft which 
each nation is bnying. 
Britain, which is ordering 
232, has 37 per cent of the 
work; Germany is buying 180 
and has 30 per cent, Italy 121 
with 19 per cent and Spain 
87 with 14 per cent. 

Each of the four main 
companies will have a final 
assembly plant, but will take 
responsibility for different 
components which it will 
make for all customers, so 
that no parts production will 
be duplicated. BAe. for 


example, will make the front 
fuselage, the canards and 
the first stage of the aft fuse- 
lage at its Samlesbury plant 
in Lancashire, and will 
assemble Eurofighters for 
the Royal Air Force at its 
nearby Warton factory. Dasa 
will assemble the central 
fUselage for all four nations 
and aircraft for the Luf- 
twaffe, at its Matching plant 
□ear Munich. 

BAe says tests have shown 
Eurofighter would perform 
better against the Russian 
SU-29 - used as a benchmark 
for aircraft which might be 
fielded by potential enemies, 
if not Russia Itself -than 
any western aircraft except 
the American F-22 stealth 
fighter, which fa not yet in 
full production and is esti- 
mated to cost more than 


twice Eurofighter's £40m fly- 
away price. 

Although Eurofighter is 
not as stealthy as the F-22 
-its shape would cause at 
least its taiffln to give radar 
reflections - it does possess 
important stealth character- 
istics. Its advanced radar 
will enable it to .detect and 
identify enemy aircraft 100 
miles away. It will do so 
without giving away its own 
position because its sensors 
can be passive - meaning it 
does not have to “illumi- 
nate" the opposing aircraft. 

It will be able to fire mis- 
siles at targets from a long 
distance because it will have 
"beyond visual range 
air-to-air missiles" now 
being developed by two com- 
peting industrial consortia. 

It is the combination of 


sensors and weapons, as well 
as wbat is said to be a rea- 
sonably stealthy airframe, 
which supports the conten- 
tion of engineers that Euro- 
fighter is “as stealthy as it 
needs to be" - although their 
claims to "affordable 
stealth" are treated with 
some fHgdain in the US. 

Other features of Euro- 
fighter include: 

• Agility. Eurofighter's 
intentionally unstable 
design, kept airborne by 
computers, makes it less 
"sticky” than other aircraft, 
especially at high speeds. 
Eurofighter, which has a 
high thrust-to-weight ratio, 
will fly at more than Mach 2 
and will be effective in com- 
bat at supersonic speeds. 

• Carefree handling. The 
pilot gives the instructions 
- some times by voice com- 
mands -and leaves air- 
craft's computers to work 
how to fulfil them if possi- 
ble. This enables pilots to 
attempt dangerous manoeu- 
vres in the' knowledge that 


the system will act to protect 
them. It also frees the pilot 
to do other things. 

John Turner, BAe's chief 
test pilot, says: “There is 
never enough time to think 
in a military cockpit. It is a 
waste of brain resource to 
spend time making things 
happen which you hare 
already decided to do.” 

• Data and sensor fusion. 
The cockpit displays bring 
together onto integrated 
screens data from the air- 
craft's systems, from other 
sources such as accompany- 
ing aircraft, and the air- 
craft's sensors. Displays are 
reconfigured automatically 
based on the computer's 
analysis of what the pilot 
needs to see at any moment 

“The interface between the 
systems and the pilot is most 
important and has io 
years to develop," Mr Turner 
says. “The cockpit displays 
show the information the 
pilot needs to know, when 
be needs to know it in the 
clearest way possible." 
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Three world leaders are now flying under a new banner Content Technologies Inc. 

Combining Tiiiokol Propulsion, the leader in solid rocket 
propulsion systems, with Howmet, number one supplier 
of investment castings for the world's jet aircraft 
engines and Huck, the leading provider of 
aerospace fastening systems, we're lifting high 
technology to new highs in quality and inability 
Today, we’re Content Technologies. Up and flying. 
See us at Booth 4/G22 ' 
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AIR TRANSPORTERS • by Alexander Nfcoll 


Why American manufacturers are sitting pretty 




Europe must act 
soon if military 
air transport is 
not to become a 
US-only business 


T he contenders: Boe- 
ing's C-17, big but 
expensive; Lockheed 
Martin’s C-130J Hercules, 
trusty old warrior with new 
gadgets: the Future Large 
Aircraft, still on the drawing 
board at Europe’s Airbus; 
and Ukraine's Antonov 
AN-70, big and cheap but 
seen in the west as unrelia- 
ble and costly to run. 

These are the aircraft 
which between them seem 
likely to meet healthy 
demand from the world’s 
armed forces for new mili- 
tary transport aircraft 
Europe's forces are re-in- 
venting themselves.* During 
the cold war, virtually all 
their thinir+ng was focused 
on dealing with a war 
against the Soviet Union 
fought close to home on the 
plains of central Europe. 
With that likelihood now 
much diminished, the 
emphasis now is on being 
able to project power in 
order to deal with the 
world's regional crises and 
prevent them spreading into 
larger wars. 

The theme of Britain's 
recently completed strategic 
defence review - echoed in 
other countries - was rapid 
deployment M We must be 
prepared to go to the crisis, 
rather than have the crisis 
come to us," said George 
Robertson, the UK defence 
secretary. 

The problem faced by the 
military, however, is how to 
get there. The Royal Air 
Force and its European 
counterparts are suffering 
from their masters’ lack of 
attention over the years to 
that far from glamor- 
ous - but nonetheless vital 
- component of their 
armoury, military transport. 

The new thrust requires 
forces to arrive quickly at a 
distant location and to be 


effective immediate- 
ly - whether for combat, 
peace-keeping, or a humani- 
tarian mission. Not just 
men, but weapons, vehicles, 
helicopters and much else 
must be at the destination in 
short time. 

Britain has 55 C-130 Hercu- 
les, and is replacing 25 of 

them with new C-130J air- 
craft, likely to be delivered 
to the RAF next year 
- nearly two years late after 
a series of development prob- 
lems. It also uses VC-10 and 
Tristar aircraft to c arry per- 
sonnel But this fleet is not 
sufficient, especially as none 
of these aircraft will carry 
larger armoured vehicles or 
helicopters. 

The government's defence 
review identified fire short- 
fall in “strategic lift” as an 
urgent problem. As well as 
planning to acquire more 
transport ships, which will 
meet many of its needs, it 
has elected to follow a path 
which was being urged upon 



ThMty: Lockheed Martki’e C-130J Hercules tab new engines, dgttai avionics, head-up dbptays and a two-man craw instead of four 


its predecessor to lease 017 
aircraft which, at about 
$20Qm each, are seen as too 
costly to buy. 

The government is issuing 
invitations to industry to 
tender to meet this 
short-term need which, 
though four Oi7s are almost 
certainly the answer, could 
still in theory be met by an 
alternative aircraft. The 
competition is more likely to 
be about terms for leasing 


arrangements than over the 
type of aircraft. 

But the remaltring ageing 
Hercules also have to be 
replaced, and the need for 
strategic lift has to be 
addressed on a long-term 
frflgfo , Therefore, the Minis- 
try of Defence will hold a 
second c o ropgti tio p simulta- 
neously with the first. 

This is where it gets more 
complicated. Four years ago, 
Malcolm Riflrind. then the 


defence secretary, managed 
a neat trick: he got British 
industry to welcome enthusi- 
astically a £lbn decision to 
bny American. This was 
because, although he 
ordered the 25 C-l30Js from 
Lockheed Martin - which 
has considerable participa- 
tion from UK industry -be 
a len committed Britain to a 
European project to build 
the Future Large Aircraft 
(FLA). 


But the FLA. which has 
been designed by the Airbus 
consortium and would 
doubtless be a highly capa- 
ble aircraft, seems even less 
likely to fly now thf>n it did 
in 1991 

Last year, Mr Robertson 
appeared to give file FLA a 
long-needed boost when he 
issued a request for propos- 
als to Airbus and said he 
was likely to buy between 40 
and 50 of the new aircraft. 


which Is designed to meet 
file needs of eight European 
air forces and would carry 
armoured personnel carriers 
and helicopters but not 
tanks- 

A year later, however, the 
FLA is simply a contender 
with US rivals to meet the 
RAFs long-term needs- The 
RAF, which has for long 
been unenthusiastic about 
the FLA. will have its new 
C-17s in service - as well as 
C-130Js - and crews trained 
to Oy them. RAF officers say 
they do not want to have 
three different transport air- 
craft. 

European governments 
have not put up funding to 
finance the estimated $5bn 
development cost Paris and 
Bonn, which have less 
urgent needs for transport 
aircraft than the RAF, are 
trying to cut defence bud- 
gets. 

Another factor has 
recently muddied the FLA’s 
prospects still further. This 


PRIVATE FINANCE • by Alexander Nicoll 


C-17 lease plan reflects growing trend 


The MoD aims 
to boost the 
private sector's 
role in support 
and logistics 


T he UK Ministry of 
Defence’s decision to 
lease four C-17 
aircraft is the latest move In 
a growing trend to Involve 
private finance in the 
operation of Britain's 
military capabilities. 

The past decade has seen a 
sharp rise In the contracting 
out of services, especially at 
bases aroond Britain. In the 
past few years, the MoD has 
made Increasing use of the 
private finance Initiat i ve 
concept, in which companies 
own facilities and offer 
services to the MoD. 

C-17s, large transport 


aircraft made by Boeing at 
the former McDonnell 
Douglas plant in Long 
Beach, California, cost 
about $2 00m If bought new. 
Leasing can considerably 
reduce the cost 

MoD officials do not yet 
know how much It will cost 
to lease four aircraft, of 
which file first is due to be 
delivered by the end of 200L 
They plan to hold a 
competition in which 
several financing 
mechanisms - and even 
alternative aircraft- could 
be offered. 

Officials do not, however, 
disagree with estimates that 
it could cost £lm a month to 
lease an aircraft The cost 
effectiveness of such an 
arrangement depends on the 
length of the lease, which 
officials estimate at a 
minimum of seven years. 


The Royal Air Force 
would operate the aircraft 
and supply the crews. 

However, the RAF has 
seen many support activities 
put out to private 
contractors such as Hunting 
and Serco. This trend Is 
likely to increase as, 
following the defence 
review, the MoD seeks to 
step up the private sector’s 
involvement in suppoit and 
logistics. 

Hunting, for example, 
provides all support services 
at the RAF College at 
Cranwell, Lincolnshire, and 
operates the nearby Joint 
Elementary Flying Training 
School, where it owns 43 
trainer aircraft. 

Among its other contracts 
is station support at RAF 
Lyneham in Wiltshire, 
where the Hercules fleet is 
based. It conducts some 


maintenance of the aircraft 
and is responsible for 
services such as catering. 

Some officers at Lyneham 
say the RAFs own skills 
and training base is eroded 
by such contracts, reducing 
the force's long-term 
effectiveness. Contracting 
staff cannot be deployed on 
active service or do many 
other tasks of the uniformed 
staff they replaced, such as 
guarding the gate. 

Officers argue that private 
contracting provides only a 
temporary cut in MoD costs 
because contractors employ 
trained former service 
personnel whom they can 
pay low rates because they 
are receiving service 
pensions. “When this pool 
dries up, they will have to 
train people and the cost 
will rise,” one officer says. 

Robert McLuckie, 


managing director of 
Hunting Contract Services, 
agrees that this is a problem 
and says costs for 
contractors are rising 
because they have to train 
people or pay higher rates to 
attract trained staff from 
elsewhere. But he believes 
there will stni be significant 
savings for the services. By 
contracting oat, they save 
not only on salaries but also 
on accommodation, 
uniforms and other staff 
facilities. He says 
contractors are extending 
the use of their staff’s skills, 
in which the RAF invested, 
to the benefit of the RAF. 

Co n tr a c tin g out and PFI 
solutions are likely to grow: 
the MoD has a long list of 
activities which could be 
taken over by the private 
sector in coming years. 
Coming soon, for example. 


will be provision of support 
vehicles - such as fire 
engines and ambulances - at 
all RAF and Royal Navy 
airfields. 

However, the MoD will 
not permit private company 
employees to operate at the 
front line of combat, 
although they are getting 
much closer to tt. This 
means that essential 
maintenance skills are 
likely to be preserved within 
the uniformed services for 
some time to come. 

Nevertheless, private 
maintenance staff were sent 
to support equipment 
during the Gulf War. The 
defence review proposes 
“sponsored reserves” 

- employees of companies 
who would have military 
training and be ready to don 
uniforms in order to carry 
out specialist tasks. 


year. Volker Ruhe, Ger- 
many's defence minister 
ordered Daimler-Benz Aero- 
space, an Airbus partner, to 
study the possibility of using, 
the Ukrainian . Antohov 
AN-70 as an alternative to 
the FLA. 

Bonn and Kiev want the 
study to be completed rap- 
idly in order to see whether 
a cooperative programme to 
develop a military transport 
based on the AN-70 could get 
off the ground. 

Airbus had refused to con- 
sider the AN-70 as a basis for 
the FLA. believing it would 
be unreliable and would 
have excessively high main- 
tenance costs. 

For the German govern- 
ment, It seems the political 
benefits of bridge-building 
eastwards might override 
the gains to be made from, 
using the FLA as a flagship 
of a rationalised west Euro- 
pean aerospace industry. 

All of which leaves Boeing 
and Lockheed sitting pretty. 

The Pentagon has ordered 
SO C-17s. made at the former 
McDonnell Douglas plant at 
Long Beach, thereby increas- 
ing its total fleet to 120 of 
the aircraft, which is large 
enough to carry a main bat- 
tle tank. 

Lockheed has launched a 
massive worldwide market- 
ing campaign for the C-130J. 
which it expects shortly to 
receive certification of air- 
worthiness from the US Fed- 
eral Aviation Administration 
this summer. 

The C-130J has new 
engines, digital avionics, 
head-up displays and a two- 
man crew instead of four 
previously. Problems with 
its software, cockpit dis- 
plays. stalling characteris- 
tics and de-icing hare been 
overcome. 

US executives are looking 
for further opportunities in 
Europe, perhaps through a 
collaborative project to- 
replace ageing fleets of tank. *- 
ers for in-fligbt refuelling. 

Europe will need to take 
action soon if it is not to 
leave military transport as a 
US-only business. 


INTERNATIONAL DEFENCE MARKETS* by Mary Dub 


HELICOPTERS* by Mi 


out 


Focus is on new partnerships 


after the slump 


Stability in the 
US market has 
proved a benefit 
to European 
sub-contractors 


A fter the slump in the 
defence equipment 
market in the years 
following the end of the cold 
war, the market viewed from 
London is now "bottoming 
out", according to Professor 
Keith Hayward at the Soci- 
ety of British Aerospace 
Companies. He says: “The 
military market is now rea- 
sonably stable and shows 
signs of slight growth at 
around 0.5 per cent, but this 
is subject to uncertainties 
about the Aslan Pacific econ- 
omies”. 

The most significant trend 
has been the rationalisation 
of defence manufacturing 
companies into multina- 
tional groups such as the 
Airbus Industrie Consortium 
(AI) in Toulouse, uniting 
four aircraft construction 
companies, to build the 
Euroflghter. 

The domestic American 
market is stable for big 
ticket items and was boosted 
this May by an additional 
Slbn added to the fiscal 1999 
budget of S48.7bn earmarked 
for new military aircraft. 
The senior analyst at Fore- 
cast International, a military 
market Intelligence group, 
sees this as “a little bit bet- 
ter than it was". 

The US Senate Armed Ser- 
vices Committee and the 
House National Security 
Committee wanted addi- 
tional spending to procure 
two Lockheed Martin F-ISs 
for the US Air Force, two 
Joint Stars defence umbrella 
systems from Northrop 
r.nimmfln and eight Black 

Hawks plus a list of other 
helicopters and transport 
aircraft. 

This stability in the Amer- 
ican mariiet, despite its com- 
petitiveness, is good for 
European sub-contractors 
such as GEC Marconi 
because some of their 
systems are already on 
board well-funded pro- 
grammes such as the F-16, 
the F-22 and the new Ameri- 
can Joint Strike Fighter. 
This highlights the trend in 
defence marketing, where 
few military aircraft, if any, 
are now an exclusive 
national product. 

Indeed for export, many 
aircraft and their compo- 


nents are customised and 
assembled in the purchasing 
country in partnership deals 
to offset the political cost of 
buying defence items abroad 
and to ensure that file buy- 
ing country benefits from 
the transfer of technology 
and aidiiH from the multina- 
tional or transnational cor- 
poration selling the product 

In the mature European 
market with the exception 
of the Eurofighter, the 
demand for big ticket items 
is limited. Most demand is 
for upgrades, maintenance 
and more sophisticated avi- 
onics systems. 

However, potential Nato 
entrants such as the Czech 
republic, Poland, Hungary 
and Slovakia find their need 
to establish Nato interopera- 
bility Is generating equip- 
ment requirements. The 
Congressional Budget Office 
estimates that the cost of 
refitting combat aircraft to 
permit delivery of western 
precision-guided missiles 
and the purchase of new air 
defence systems at $l3bn. 

Russia and the Ukraine 
are making a comeback into 
the sales market with an 
Increasingly active Russian 
military equipment agency 
Rosvooruzhenie. While Rus- 
sian military exports halved 
to $3.5bn in 1996 they are 
now starting to creep up 
with sales at the most price- 
sensitive end of the market 
to old trading partners 
China, Vietnam, India and 
Pakistan. 

Rosvooruzhenie has been 
negotiating sales of Mlg-29s 
to Malaysia and 12 SU-30 jet 
fighters to Indonesia. In 
Indonesia’s case the deal was 
struck with Russia after 
negotiations with Lockheed 
Martin to buy nine F-I6s 
were broken off when the US 
Congress criticised Jakarta's 
human rights record. 

The Russians now have an 
established place in the 
Asian Aerospace show in 
Singapore and say they wish 
to challenge American domi- 
nance of the Asia and Pacific 
region defence scene. 

But optimism about Asia 
has been put on hold. The 
Asian arms market, esti- 
mated by tbe Stockholm 
International Peace 
Research Institute to be 
Sl65bn In 1995, has now col- 
lapsed. The Indonesian order 
for SU-305 has been can- 
celled, Thailand has backed 
out of a contract to buy 
eight F/A18 fighters, and 
Seoul has suspended plans 


to buy four Awacs surveil- 
lance aircraft over 10 years. 
Japan has slashed its 
defence budget for the first 
time since fiscal 1955. , 

But the threat perceptions 
that dictated the need for 
arms purchases are still 
there. Kathryn Haydon, 
Lockheed Martin’s spokes- 
woman. still sees the market 
as “highly significant with 
the potential for longer lead 
times on funded pro- 
grammes.’’ 

Tensions between the two 
Koreas remain, as does the 
risk of insurgencies in Thai- 
land, Malaysia and Indon- 
esia. Once economic stability 
is re-established the Asian 
countries will look for 
upgrades, maintenance and 
modernisation. 

The attention of Lockheed 
Martin a nd McDonnell Doug- 
las has switched to Latin 
America, where access for 
arms exports has until July 
last year been denied by the 
Clinton administration. 

Chile has decided to mod- 
ernise its air force, including 
tankers, fighters and Awacs 
and may arm these with the 
Raytheon Amram or French 
MICA. Peru has recently 
signed contracts with Rus- 
sians while Brazil is looking 
for combat aircraft and early 
warning radar and remote 
sensing systmns. 

Although this market is as 
yet relatively small . Lock- 
heed Martin sees it having 
"potential to develop, with 
sales of the F-16 and a pro- 
gramme of partnerships for 
the longer term." 

The Middle East and Gulf 
states have been important 
purchasers of defence equip- 
ment since the Gulf war and 
the Al-Yamamah deal 
between the UK and the Sau- 
dis continues. Analysts now 
see the Saudi market as “sat- 
urated” with new weapons 
still in unopened crates doe 
to continuing weakness in 
oil prices. But by 2001 the 
Saudis' F-16s wifi need to be 
replaced. 

The United Arab Emirates 
is interested in the Euro- 
fighter or the F-16 armed 
potentially with Raytheon’s 
Amram, as is Kuwait These 
platforms require back-up 
with modern electronic war- 
fare and air defence systems 
which would be integral in 
the package. 

But with the prospect of 
better relations with Iran 
and Iraq, the Arab states are 
reassessing their weapons 
needs. 


The next move for 
European consortiums 
could be into the 
American market 


M erger talks between West- 
land. GEN’S helicopter sub- 
sidiary, and Agusta, the 
It alian arm of Finmec canic a, are pro- 
ceeding— with an agreement in sight 
for the early autumn. The merger is 
seen as an appropriate partnership 
between two companies with com- 
plementary strengths in their prod- 
uct portfolios. 

Westland's strength lies in the pro- 
duction of military helicopters- It is 
producing 67 AH-64 Apache helicop- 
ters under licence from Boeing for 
the British army, and in collabora- 
tion with Agusta. the EHlQi Merlin 
helicopter for the Royal Navy. And it 
has export orders for the BH1P1 from 
Canada, Japan, and South Korea. 
These orders have been won in a 
fiercely competitive environment 
where tight defence budgeting 
means there is little market growth 
without looking to exports. This 
£3jjbn order book will keep the 3,800 
workforce busy to 2003. 

Agusta produces civil and light 
aircraft for which there is a steadier 
potential demand. The Italian com- 
pany is not tied to the defence pro- 
curement budget cycle, making tbe 
merged partnership a stro n ge r pres- 
ence in the market place. However, 
there may be job losses at Westland 
when some Italian mid British facili- 
ties are rationalised. 

The Westland-Agusta merger will 
compete with last year’s newly- 
merged Boeing-McDoxmell Douglas 
with 31.7 per cent of the military/ 
heavy military helicopter market 
over the 1997-2006 period, according 
to American military market ana- 
lysts Forecast International. Their 
production schedule is geared to 
producing the CH-47D, the ICH and 


Longbow Apache modifications. Boe- 
ing-McDonnell Douglas is the most 
established market leader. 

Second in the field is Sikorsky 
with 17.1 per cent of the market 
share by value. It recently won a 
$745m contract for 108 Black Hawk 
helicopters for the US Defence 
Department. Sikorsky's position 
could be vulnerable to competition 
from the Westland-Agusta consor- 
tium's EH 101 which Ame ric an ana- 
lysts see as “an outstanding aircraft 
with a choice of two superb, 
advanced fuel-efficient engines." It 
also offers flexibility in ASW (anti- 
submarine warfare), transport and 
civil utility roles. 

The largest competitor with 
Agusta in the civil and light utility 
helicopter market Is Ben Helicopter 
Textron. It has the light model 407 
which has become the success story 
of the industry. Bell has shipped 
more than 225 craft since production 
began in 1996 with a lower price 
ticket than its direct European com- 
petitors: Agusta's A109E and the 
AS355N and the EC135 from the 
Franco-German partnership Euro- 
copter. 

Eurocopter is Westland-Agusta’s 
strongest European rival. Formed in 
1992 from a merger of the helicopter 
operations of Aerospatiale and 
DASA, It has had government back- 
ing. In June 1997 it received a S426m 
production investment contract from 
the French and German govern- 
ments for 160 Tiger helicopters. 

The Tiger programme has had a 
difficult history marred by changes 
in funding and specifications. Its 
direct competitor is the NH90 which 
shares many of its specifications and 
it lacks non-military applications 
which limits its potential in the 

export market 

The other multinational consor- 
tium in the market is NH Industries. 
Its NH90 is manufactured by Euro- 






Westland b producing 67 AH-64 Apache helicopters under licence from Boeing 
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Testing time*; Fflght data recorders from Smiths Industries wilt be fitted on the first 
eight flight-test aircraft for the UK Longbow Apache hefleoptar 


copter Deutschland, Eurocopter 
France. Agusta and Fokker who are 
now producing a reduced total of 647 
craft for the German. French. I talian 
and Dutch governments; the same 
governments that are funding the 
Tiger competitor. 

In an overcrowded marketplace 
with stagnant demand and a fiercely 
competitive global export business, 
there is a need for exports or for 
further rationalisation. 

The Asian export market is sow 
slow and subject to much uncer- 
tainty but Malaysia has been dose 
to a deal with GKN Westland, South 
Korea already has orders and the 
Philippines and Indonesia are poten- 
tial purchasers. 

Latin American interest in heli- 
copters has been marked. The Brazil- 
ian deep-water oil exploration indus- 
try has an expanding need for 
transportation by helicopters.. And 
Colombia's anti-drug campaign 
needs light armed police craft as do 
Venezuela and Chile. 

According to a secondary survey 
by Allied Signal, tbe worldwide mar- 
ket for new turbine-powered helicop- 
ters in the next five years stands at 
2*541 aircraft. Latin America repre- 
sents 1L8 per cent of that figure. 

Other noted contenders in the heli- 
copter market are tbe Russians with 
the MI14, MI26 and MI28 range 
which gives them an important 


place in the market for heavy com- 
bat craft. 

With 27 helicopter manufacturers 
worldwide there is plenty of choice. 
Eurocopter, for example, has an 
active policy of assembling partner- 
ships with small new entrants in the 
business. For example, the EC 120 is 
produced by the China National 
Aero-Technology Import and Export 
Gorp, Harbin Aircraft Manufacturing 
Corp, and Singapore Technologies 
Aerospace. They plan to produce as 
many as 60 aircraft a year for local 
markets. 

The dilemma for European heli- 
copter manufacturers confronting 
stagnant demand from their own 
governments is to export or merge to 
acquire the technology and the prod- 
uct range to remain successful in a 
market place dominated by Boeing- 
McDonnell Douglas and Sikorsky. 

Insiders in tbe European industry 
speculate that the next move for the 
European consortiums should be 
into the American market to gain 
access to US government contracts 
and the strong American domestic 
market and the long and potentially 
profitable production runs that 
implies. 

Tbe US government’s current pol- 
icy is to let the rationalisation of the 
defence companies take its own 
course. There are more mergers 
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PROFILE 


Jacques Ganster 



Spearheading 
reform of the 


. Pentagon’s 
relationships 


"In order to understand the 
economic operation of the 
US defence industry, it is 
first absolutely ewn riai to 
recognise that there is no 
free market at work in this 
area and that there likely 
cannot be one because of the 
dominant role played by the 
federal government. The 
combination of a single 
buyer, a few very large firms 
in each segment of the 
industry, and a small num- 
ber of extremely expensive 
weapons programmes consti- 
tutes a unique structure for 
doing business.*** 

The man who wrote these 
* words 18 years ago has spent 
"* his career either working in, 
studying, or dealing with the 
US defence industry. He also 
happens now to be the man 
spearheading reform of the 
US government’s relations 
with the industry in his role 
as the Pentagon’s procure- 
ment chief. 

As the initial quotation 
indicates, defence is not like 
other markets. But Jacques 
Gansler. since he was 
appointed last year as under- 
secretary of defence for 



Jacques Gamier: called time 
on the 1990s consofidation of 
the US aircraft industry 


acquisition and technology, 
has been doing his best to 
ensure that, even if it is not 
a truly free market procure- 
ment should be made to be 
as much like one as possible. 

One way to achieve this. 
Mr Gansler believes firmly, 
is compe ti tion. When there 
are only a few specialist 
companies operating in each 
♦, segment of the weapons 
industry, ensuring competi- 
tion can be difficult. But Mr 
Gansler has believed for a 
long time that more can be 
done, and that the benefits 
for the taxpayer can be sig- 
nificant 

Nearly 20 years ago he was 
counselling reforms which 
the Pentagon and other 
defence ministries around 
the world are now espous- 
ing, including a shift to buy- 
ing '•off-the-shelf* equipment 
from industry instead of 
imposing costly military 
specifications: and making 
contractors more responsible 
for spare parts and logistic 
support for the equipment 
the)' supply. 

Mr Gansler is overseeing 
an acquisition reform pro- 
gramme which is intended to 
shorten the long cycle from 
conception to delivery in 
weapons systems, and to 
consider programmes not 
just on the basis of their ini- 
'■ tial procurement costs but 
also on the total cost of own- 
ership throughout the life of 
an aircraft or weapons sys- 
tem. 

Given the beliefs which Mr 
Gansler has published in 
several books, this year’s 
most controversial decision 
from the Pentagon should 
not have come as any sur- 
prise: the blocking of Lock- 
heed Martin’s proposed 
Sllbn acquisition of North- 
rop Grumman. 

Although the decision to 
prevent it - and not to 
accept compromise solu- 
tions - was made by Janet 
Reno, the attorney-general, 
and William Cohen, the sec- 
retary of defence, the philos- 
ophy which they used to 
i back their decision might 
' have been token from one of 
Mr Gansler's books. The 
decision has been widely 
interpreted as terminating 
the five-year-old policy of the 
Clinton administration to 
encourage consolidation of 
the defence industry. 

The government argued 
that a combination of Lock- 
heed and Northrop raised 
considerable issues of verti- 
cal and horizontal integra- 
tion. In other words, the 
merged company would have 
been able to make virtually 
k a whole aircraft, electronic 
? systems and alL 

What the Pentagon wants 
is for prime contractors - the 
companies which have over- 
all responsibility tor supply- 
ing the complete aircraft - to 
subcontract competitively. 


But Mr Gansler noted in his 
1980 book: “Those firms that 
are not Independent have 
the advantage of potential 
cross-subsidisation by the 
parent firm, or the disadvan- 
tage of being held ‘captive* 
by the parent companies. 
This is an area in which the 
trends towards vertical inte- 
gration should probably be 
reversed, to increase compe- 
tition and capitalise on the 
advantages of specialisa- 
tion.” 

Given that Mr Gansler was 
writing when there were still 
at least eight manufacturers 
of military aircraft, rather 
than three at present, tt is 
hardly surprising that he 
should have called time on 
the rapid 1990s consolidation 
of the US aircraft industry. 

In an Interview with the 
Financial Times after the 
Lockheed decision, Mr Gan- 
sler said Northrop had a 
future as a third aircraft 
prime contractor alongside 
Boeing and Lockheed, and as 
a team member providing 
specialist technology, such 
as its expertise in "stealth", 
in programmes where it was 
not the lead contractor. 

"We don’t dfamntaa them as 
a viable third military air- 
craft supplier and certainly 
as a strong team member. 
They represent a good deal 
of play in the market that 
would not exist if you only 
had two people left There is 
a significant difference 
between two and three, even 
2V4 he said. 

Mr Gansler insisted there 
was "a lot still left” in terms 
of potential Anther defence 
industry consolidation. "We 
still have at the lower tiers a 
great deal of potential and 
we want to continue to 
encourage that” 

However, he wanted to 
encourage consolidations 
"where they don't affect the 
competitive nature of the 
business. So if there are 
three or four people in a sec- 
tor, fine, we can consolidate 
that down to two or three. 
When there’s only two in 
that sector or three, you 
have to look at each one sep- 
arately and make that deci- 
sion-. How critical is it? What 
is its impact on vertical and 
horizontal integration?" 

In the Lockheed-Northrop 
case, he argued, issues of 
vertical and horizontal inte- 
gration came up whatever 
sector of their markets was 
being looked at. 

Mr Gansler believes 
greater competition can be 
achieved in other ways than 
just blocking mergers. He 
has long argued for greater 
integration between indus- 
tries producing civilian and 
military products. 

This does not simply mean 
the Pentagon should buy 
more off-the-shelf products, 
although this is increasingly 
possible when military tech- 
nology is no longer necessar- 
ily at the cutting edge: the 
commercial electronics and 
communications industries 
have leapfrogged the defence 
world in many areas. 

As Mr Gansler describes it, 
civilian-military integration 
means using research and 
development to create 
"advanced products and 
systems with common tech- 
nological bases." 

In manufacturing. -flexible 
techniques can be used so 
that low-volume, defence- 
unique items can be made 
on the same production lines 
as high volume commercial 
items, he says. For example, 
TRW produces electronic cir- 
cuit boards for fighters and 

military helicopters on the 
sa mp line as it makes high- 
volume commercial electron- 
ics products. ' "This has 
resulted in 30 to SO per cent 
savings and a product that 
actually exceeds our perfor- 
mance requirements,” he 
said in a recent speech. 

To do this, Mr Gansler 
believes, the Pentagon must 
dean up its own practices so 
that more companies are 
prepared to do business with 
it. "We most overhaul our 
unique government cost 
accounting and auditing 
systems.” 

Ail this adds up to an 
ambitious programme to 
alter a philosophy which has 
guided defence procurement 
-in the US and elsewhere 
- for decades. Bat past expe- 
riences of reform in this area 
suggest that the cultural 
challenges involved are 
immense. 

* The Defax* industry, Jac- 
ques Gansler. MIT Press, 
1980. 

Alexander Nicoll 
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Alan Mulally, head of Boang’s inftjfn^km, space and defence systems division 


Lessons from the commercial sector 



MUaBy: he says the defence contracting business has to adapt 


Alan Mulally is not a 
typical defence contractor. 
His open-necked shirt and 
informal approach are not 
what yon expect from 
businessmen who have 
spent decades tramping the 
corridors of defence 
departments, trying to win 
contracts. • 

This is because his career 
had taken an entirely 
different path until he was 
appointed last year to bead 
Boeing's information, space 
and defence systems 
division. 

A 53-year-old engineer, 
Mr Mulally worked on 
developing Boeing's 727, 
737, 747, 757 and 767 
aircraft before managing 
the programme to develop 
the 777, known as the 
world's first “paperless” 
aircraft because It was 
designed entirely on 
computers. 

Last year, however, 
Boeing suddenly rocketed 
up to second place in the 
list of the Pentagon's top 
suppliers when it purchased 
McDonnell Douglas. Mr 
Mulally, then in charge of 
commercial aircraft 
development, was picked to 
head Boeing's new defence 
division, overseeing the 
company's relations with 
the Pentagon and other 
governmental customers. 

This providentially placed 
him in a position from 


which he could witness 
from a distance the travails 
of Boeing’s cavQ aircraft 
business, which could not 
keep up with orders ami 
plunged into a production 
crisis last year. Boeing was 
pitched into a loss 
somewhat cushioned by the 
defence side’s profits. Mr . 
Mulally is being tipped by 
some for Anther promotion. 

His whole message, 
however, is that the world’s 
defence contracting 
business has to adopt the 
practices of the commercial 
world. Computer-aided 
design and production 
methods used for the 777 
are now being adopted for 
Boeing’s military aircraft. 

Governments, he says, 
can no longer afford to fund 
the development of 
military-specific technology 
- and, in any case, 
technology in the wider 
world is often more 
advanced. 

The collapse of the Soviet 
Union, he believes, heralded 
a new era in which 
commercial practices are 
paramount. 

Tm a commercial 
person." he says. "Now you 
can see why Tm here 
because this is not about 
the militar y, thin is about a 
world chang in g and movjng 
to commercial practices 
dominating everything.” 

The fact that the present 


era does not have a new 
name of its own but Is stm 
called “post-cold war" 
suggests, Mr Mulally says, 
that “we’re all in denial" 
The world has not yet 
grasped that it has gone 
through a fundamental 
change towards deregulated 
market-based economies. 


ha the new era, the 
Pentagon's relationships 
with industry will change 
drastically, especially 
because its budget has been 
cut to reflect the reduced 
threat. 

"Commercial practices, 
and especially digital 
technology, lasers and 


satellites, are going to drive 
everything. The 
government could never 
keep up with funding it 
itself in this new post-cold 
war environment.” 

Defence contractors are 
having to change, too. "You 
had a whole industry that 
was a separate Industry.” 
But by encouraging it to 
consolidate into a mnch 
smaller group of larger 
companies, the Pentagon 
signalled that the s u rv i vors 
would have to operate much 
more ou a par with their 
counterparts supplying the 
civil world. 

Its message, Mr Mulally 
says, was that “we’re going 
to use commercial 
technology and commercial 
practices, because that’s 
what’s going to dominate 
innovation in this kind of 
world." 

That means in turn that 
government procurement 
practices need radical 
reform. “We developed the 
777 in 4% years and 
delivered the first one to 
United Airlines. How long 
have we winked on the 
P-22?" 

"Look at the way we do 
military business where we 
have all these prototypes, 
and all these stages and 
funding increases, and then 
it stops and then it starts. 
That’s just the way it was 
because we were in this 


very regulated world.” 

Not only will the 
Pentagon’s business 
practices change - and it 
has a number of initiatives 
under way to do tins - but 
so will the sort of weapons 
it needs. 

Mfr Mulally argues the 
nature of war tor the US is 
bound to alter because of 
increasing use of stand-off 
weapons and the fact that 
conflicts are relayed live on 
CNN. 

This means they would in 
general be much shorter 
than in the past. 

If this is true, demand for 
military aircraft might fait 
- although at present there 
are plenty of aircraft 
programmes under way and 
there is little sign of the US 
government watering down 
Its ability to be ready for 
two simultaneous “major 
regional conflicts” as well 
as keeping np many 
military co mmi tments 
around the world. 

In any case, using 
language foreign to the 
defence world before the 
past few years, Mr Mulally 
says pragmatically: "We 
should work with the 
customer to help the 
customer meet their 
business plan. If that means 
less vehicles, then we 
shouldbe supportive.” 

Alexander Nicoll 



turboprop competitor. Yet it costs less to operate. 

It delivers more speed, more range, more payload, and more versatility than the 
best-selling business jet of all time. Yet it's more fuel efficient 
The Bravo climbs direct to 41,000 feet in just 26 minutes. It cruises more than 
1,800 non-stop miles with six passengers aboard. And best of all, it sells for a million 
dollars less than its nearest jet competitor. 

Companies all over the world are already enjoying dividends from this remarkable 
aircraft Maybe yours could, too. Contact Trevor Esling, Cessna Aircraft Company* 
U.K. office: Suite 2.4, Doncastle House, Doncastle Road, Bracknell, Berkshire RG12 8PE. 
Tel: (44) 1344 304 630. Fax: (44) 1344 304 830. ' 

"ricaqsamal wah honed liabiby in the Sale rfKalsas, ISA. 
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COMMERCIAL SPACE • by David Owen in Paris 


Increase in Leo launches should keep sector aloft 


Some significant 
changes are likely 
to reshape the 
satellite launching 
industry 


T he commercial satel- 
lite launching sector 
is. seemingly, the epit- 
ome of a growth Industry. 
The expansion of digital tele- 
vision and radio, mobile 
communications, the inter- 
net and multimedia has sub- 
stantially Increased demand 
for Its services in recent 


According to Eurocon- 
sul t*. the Paris-based space 
specialists, the number of 
satellites above 100kg 
launched rose from an aver- 
age of 18 a year in the 
1978-87 period to 46 a year 
between 1988 and 1997. This 


growth looks set to continue, 
with an average of between 
132 and 163 satellites a year 
forecast for 1998-2007. 

The market value of these 
launches over the coming 
decade is put at a minimum 
of 545-6bn (under 1398 eco- 
nomic conditions), against 
$8£bu in 1978-67 and $23-7bn 
in 1988-97. Commercial oper- 
ators are expected to gener- 
ate almost three-quarters of 
this 1398-200? total. 

But these figures mask sig- 
nificant Crh an g ps which are 
contriving to reshape the 
industry. The manner in 
which individual operators 
respond to these trends will 
largely determine how they 
fore in the years ahead. 

Chief among them is the 
dramatic Increase in demand 
far launches of compara- 
tively Low Earth Orbit 
(Leo) satellites. These began 


to grow in importance last 
year, as the deployment of 
networks, or “constella- 
tions", of mobile telecommu- 
nications satellites began 
with the Iridftmi project. 

Euroconsult says that as 
many as 93 of the ISO satel- 
lites slated for launch in 1998 
will be Leos. Over the Ml 
1998-2007 period, the organi- 
sation expects Leos to 
account for about two-thirds 
of satellites launched. - 

Unlike the big geostation- 
ary satellites which have 
dominated the market for 
the past 25 years and which 
have bear launched individ- 
ually or, at most, two at a 
time, Leos are amenable to 
multiple launches, with as 
many as 12 satellites being 
accommodated on one 
launch vehicle. This 
that even if the average 
number of satellites 


launched each year triples in 
the 1998-2007 period com- 
pared with the previous 
dp<-adc_ ffra mimTw of actual 
launches will not necessarily 
rise by very much. 

This seems all the more 
likely to hold true since com- 
mercial launchers may well 
also have to cope with a tail- 
ing off in the number of geo- 
stationary satellites 
launched from current high 
levels. Haring said a record 
37 geostationary satellites in 
1995, satellite manufacturers 
sold 24 geostationary com- 
munication gatoUrtww in 1996 
and 23 in 1997. 

According to Euroconsult: 
“It now seems Increasingly 
likely that the market has 
reached the peak of its third 
demand cycle”. Its figures 
suggest the number of com- 
mercial commnnicatkma sat- 
ellites launched could fall 


from well over 40 this year 
to fewer than '35 by 2003 and 
25 or less by about 2005. 

If things work out favoura- 
bly for the industry, this 
downturn in the geostation- 
ary market will be offset by 
the expected upsurge in Leo 
launches. Patrick RxuQofF, 
commercial -director of 
Arianespace. the SG-company 
European satriB tetao nridng 
consortium, believes Leos 
will represent about 30 per 
cent of launches from 2001 to 
2005. 

Any delay in the projects 
expected to increase demand ' 
for -Leo launches In this 
period would risk upsetting 
this convenient balance, 
however. Some observers 
appear to believe this is a 
distinct possibility. Stfiphane 
Che nard, a Euroconsult 
senior consultant, says: "I 
have no doubt we will see 


broadband satellites within, 
say. 10 years.- -Will they step 
in in tane to taka up the 
slack? I don't know.'* 
Another expert, Stfiphane 
Baransky, editor-in-chief of 
the International Space 
Industry Repeat, an industry 
publication, believes future 
trends are particularly hard 
to discern at present. “We 
are in a phase when many 
new technologies and new 
markets are arriving but -we 
don't know what win last,” 
he says. - 
On the supply side, the 
strung growth registered by. 
tee .launch services market 
over a number of years is 
attracting increased competi- 
tion. Euroconsult 'says the 
12-month period starting in 
August 1998 will be "a turn- 
ing point” for the Industry, 
with the commercial intro- 
duction of four big new 


vehicles, or- new versions of. 
existing orate: Boeing's Delta 
3. Sea Launch's Zenith 3SL, 
Arianespace's Arlene 5 and 
Lockheed. Martin’s Atlas 
mA. .. ; - . 

If all goes wed, these four 
g rfdripg whnnid reach their 
maximum la imc h rate simul- 
taneously by 2000-2001;" 
Euroconsult -says. "Beyond 
2000. more operators will, or 
may, enter the commercial 
marketplace, albeit with a 
less solid -track .record."' 
Euroconsult believes the 
same period will also be crit- 
ical for the market's Leo -seg- 
ment. .\ — ~ ■■ - ■ 

. Add-to this the possible 
- impact of tee financial crisis 
in Asia, a region that 
accounts for a significant 
proportion of demand for the 
telephone; television and 
computer services which the 
satellites make possible, and 


life may he tougher for the 
commercial launching indus- 
try in coming years than 
might be suggested by a am- 
ple glance at forecasts of an 
increasing number of pay- 
loads to be launched. 

• "The industry is not in bad 
shape,'’ says Mr Cbenard- 
.“We are not talking crisis. 
But I cannot exclude in the 
next five years that we won’t 
see people who thought the 
grad times were forever may 
have to retrench." That said, 
“this is not going to he the 
automotive Industry". 

* Launch Services Market 
Survey, Worldwide Prospects 
to 2007 and World Satellite 
Communications and Broad- 
casting Markets Survey, 
Prospects to 2007. Both avail- 
able from Euroconsult, 71-79 
Boulevard Richard-Lenoir. 
75011 Paris. Prance. Price: 
$2,950 and $3,450 respectively. 


RUSSIA’S SPACE INDUSTRY • by Astrid Wendlandt in Moscow 

Emerging from the shadows 


PROFILE 




Russia may not 
be up to date 
with satellites but 
it has state-of- 
the-art launchers 

R ussian space engi- 
neers have descended 
from their Soviet 
ivory towers, rockets are no 
longer rusting in dilapidated 
warehouses and some work- 
ers in the industry are even 
being paid on time. After 
several lean years of crip- 
pling economic reforms and 
dwindling government subsi- 
dies, Russian state-owned 
space companies are emerg- 
ing from the shadows, deter- 
mined to get a good share of 
the 527bn global satellite 
launch market 
Russian space companies 
have solved most of their 
financial problems by enter 
Log into partnerships with, 
western aerospace compa- 
nies, which hrii^j them pub- 
licity and big sales contracts. 

Their western partners are 
making good profits market- 
ing and selling Russia’s 
stockpile of cheap, reliable 
and powerful rockets, left 
over from the cold war 
years. 

“The Russians have some 
of the best rockets in the 
world,” says Julie Andrews, 
spokeswoman for Lockheed 
Martin, the American aero- 
space giant which has joint 
ventures with the Russian 
rocket maker Khrunichev, 
the engine manufacturer 
Energomash and the Rus- 
sian Space Corporation Ener- 
gla (RSC Energia) which also 
runs the Mir space station. 

Russia may not have the 
latest technology tn satellite 
construction. Seventy years 
of restricted and frequently 
bugged telecommunications 
did not encourage research 
in that domain. But it has 
state-of-the-art launchers 
that will put satellites Into 
orbit at competitive prices. 

“Launchers are tee best 
export for the Russian space 
industry,” says Stepbane 
Chenard of aerospace Indus- 
try consultants Euroconsult 
Currently, Russian Ener- 
gy's most glamorous ven- 
ture is its glbn Sea Launch 
project with American air- 
craft manufacturer Boeing, 
Norwegian ship builder 
Kvaemer and Ukrainian 
rocket maker Yuzhnoe. 
Using a mobile, converted 
oil-drilling platform, Sea 
Launch will launch commer- 
cial satellites from neutral 
waters south-east of Hawaii. 

The idea is to launch satel- 
lites from closer to tee equa- 
tor, where gravity is lower 



Russia b one of the 13 pa rtnera Involved En the Intern ati onal Space Station project 


and less fuel is needed - im- 
plying lower costs and 
increased payloads. The Sea 
Launch project, brainchild of 
Russian scientists, would 
have never come close to 
realisation had the Russians 
relied on their cash-strapped 
government, Energia offi- 
cials say. 

“H it wasn't for our [for- 
eign] partners, I know the 
project would have stayed 
on paper," says Valery 
Alyev, deputy general 
designer of RSC Energia. 

Energia and the Yuzhnoye 
rocket factory in Dnlprope- 
trovsk, Ukraine are provid- 
ing the Zenith rocket which 
is designed like a ballistic 
missile and fired easily. 
Kvaemer, the Anglo-Norwe- 
gian industrial group, is sup- 
plying the launch pad and 
Boeing is the overall coor- 
dinator of the project 

So far, the multinational 
joint venture has secured 
contracts to launch 18 satel- 
lites in the next three years 
for American companies 
Hughes Space and Commu- 
nications and Space 
Systems/LoraL 

However. Sea Launch win 
have to compete with other 


powerful Russian rockets 
such as the Proton, launched 

from the KaTnVhntan COS- 

modrome In Balkooour and 
Soyuz, which might soon be 
launched from Kourou in 
French Guiana. 

The Soyuz rockets, which 
made history In 1961 by 
sending Yury Gagarin on the 
world’s first manned space 
mission, are now gaining a 
significant chunk of the low 
orbit satellite la unch market 
thanks to t heir French part- 
ners. 

Aerospatiale and Ariane- 
space of France and the 
Soyuz rockets makers, 
Moscow’s RSC Energia and 
Samara's TsKB Progress, 
entered into a joint venture, 
called Starsem, two years 
ago. By the end of 1988, the 
company will have pat into 
orbit a constellation of 12 
satellites for the American 
company Globalstar, accord- 
ing to Mathieu Weiss, Star- 
sem’s project director. 

International marketing 
managers also make sure 
that the Proton, a rocket 
more powerful than the 
Soyuz, takes off several 
times a year. In 1995, the 
Proton manufacturers, 
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Khrunichev and Energia, 
mitered into a joint venture 
with Lockheed Martin an,d 
founded International 
Launch Services QLS) which 
markets both the Proton 
rockets and Lockheed’s 
Atlas rockets. Thanks to ILS, 
Proton is booked for 20 
launches until the year 2002. 

Understanding the huge 
potential of the satellite 
launch market, Lockheed 
Martin and Khrunichev 
invested some 550m to 
improve the facilities at the 
Baikonour cosmodrome, 
which Russia rents from the 
Kazakh government. To 
ensure more comfort for 
their clients and engineers, 
they even built a hotel there. 

"If you are going to send a 
5120m satellite in orbit, you 
cannot hast your clients In a 
dormitory," says Stephane 
Chenard fromBuroconsult. 

The key piece of artillery 
in the satellite launching 
industry is not only the 
rocket, but the engine that 
will propel it into space; The 
Russian rocket engine maker 
Energomash has secured 
itself an economic lifeline 
with a 5Llbn contract with 
Lockheed Martin. Energo- 


Tha command ship of the $1 bn Soa Launch protect wfl be positioned 5km away from the launch pad 


mash wfll build and design 
gngings for Lockheed's new 
generation of Atlas rockets 
and the US Air Force's new 
family. of launchers, the 
Evolved Expandable Launch 
Vehicles (EELV). 

The Russian company will 
provide the American aero- 
space giant with up to 100 
engines oyer the next 10 
yean. "It’s the most power- 
ful own advanced engine of 
its class," says Patrick 
Louden, spokesman for Pratt 
& Whitney Space Propulsion 
which helped secure the deal 
between Energomash and 
Lockheed Martin. 

The engines will give 
Atlas rockets the capacity to 
launch some of the heaviest 
commercial satellites now on 
the market from Cape Can- 
averal in Florida, be says. 
The first Energomash 
engine, expected to be deliv- 
ered in September, will put 
Lockheed’s new Atlas 3A 
rocket into space for the first 
time next March. 

Lockheed Martin reckons 
the purchase of Russian 
engines spared it a lot of 
time and money in research 
and development “It would 
have taken us years and sev- 
eral billions of dollars to 
coma up with that technol- 
ogy," says Mr Louden. 

The rally snag for the Rus- 
sians is that they will have 
to literally hand over their 
engine technology to the US 
Since the EELV rockets wfll 
serve military purposes in 
addition to their commercial 
flights, US law requires that 
ail parts of the rockets, 
engines included, be pro- 
duced in the US. 

- This means that Energo- 
mash will have to transfer 
its biUion-doIJar secrets to 
Lockheed Martin tn allow it 
to manufacture Its engines 
In the US. Also, it is likely 
that the Russian engines 
will put into mbit US Air 
Force satellites that will give 
. the Centra] Intelligence 
Agency a closer look at Rus- 
sia. . 

On the other hand. Russia 
will benefit from good com- 
mercial relations with the 
US government, which is its 
main partner in the con- 
struction of the 540bn Alfa 
International Space Station 
due to be completed in 2003. 

Russia wUl bring to the 
Alfa project Invaluable infor- 
mation about living long 
term aboard spacecrafts, 
which It gathered during 
Miris 12 years of operation. 
By next spring, the 140-tonne 
Mir craft is scheduled to 
have reentered the Earth's 
atmosphere and burnt up or 
splas h ed down in the Pacific 
Ocean. 
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satellites are gettfoe bigger 
.and bigger, Arianespace 
badly needs tbe additional \ 
carrying capacity offered 
by the new rodtet if It is to - 
continue to offer tee dual 
launches <m which Its '1 
competitiveness depends. 

; As It is, with satellites 
weighing 5. metric tonnes: f 
expected to appear jh 2000,. 
plans are. already In train .- 
substantially to increase 
the new launcher’s 
carrying capacity for .. • 
geostationary payloads of . 
the type which have . 
dominated the launch • 
maritet for the past 25 . 
yem^ Capacity fa expected 
to rise from 6.8 tonnes at ;■ 
present to 9 tonnes in 2001 
and 11 tonnes tn 2005. . 

Another challenge for ttfa 


be accomplished, mean that As it battles for bisihess, 
a read ^iaceTbriry"fa ‘ the fiousartium fa aware 
VxeqnhedtcnhidertBltetiie. that the near future may 


taski Mr Radloffsays. 

. “ArianeB plays teaf role 
’veryweTL" 

Arianespace is also ' 

' .working' on the • 
devefopmentofn . 
jrastartehle upper stage fin. 
Arfane 5 to it more 
flexibility in positioning^ 
Leo satellites, which can - 


that the near future may 
bring adjustments to Its 
line-up of SO shareholders 
as a result of tee 
long-drawn-out 

-re structuri ng erf tee • 
European aerospace - 
industry, which finally 
appears to be gathering ! - 

■ «nin> Ttinmgntiim- 

. The French government 


.often be launched into mbit ", azmounced in July It was to 
to dusters. This Is expected mtsrge Aerospatiale, - 


tube ready in 2001 or 2002.. 

In Addition, Arlanespace 
has a 15 per cent stakeln - 
the Starsem • 
Frahco-Russfan joint 
■ venture - which operates 
and martoets tbe Soyuz • 
launcher ."used In the early. 
Soviet cosmonaut 
prog ra mme as welTas for 


consortium, which last year manned flights to the Mir 


increased its share capital 
from FFr270mtoFFr2.09hn 
partly via an issoe of new 
, shares for cash, fa fo win a ; 
large slice of the . 
burgeoning maihet for 
launching low- or 
medium-orbit 


. Space station - on the - 
International market. .. 

-• V Shortly after its creation 
Tn Angust 1996, Starsem, . 
signed three contracts for 
t teelaunch of 12 GlobalSter 
constellation satellites. The 
. first hmidiffi «Uw>niH start 


Arianespace's 
second-biggest shareholder 
; behind the Centre National 
d’JEtudes Spatiales, with the 
-tlefence interests of _ . 
Lagardhv, the private • 
sector defence and 
publishing group, whose 
assets indude a 51 per cent ' 
-holding in Matra Marconi 
.Space, another Arianespace 
shareholder. Aerospatiale's 
. German- and Spanish 
• Airbus partners,. 

- Daimler-Benz Aerospace 
and Casa, also have 
Arianespace shareholdings; 

David Owen 


PROFILE 


Boeing’s space business 




Pre-eminent power with an eye for innovations 


Later this year, a rocket 

will blast off from a 
converted oil platform in 
the Pacific Ocean, about 
1,400 miles south-east of 
Hawaii The launch will be 
the result of an Innovative 
partnership between 
Boeing, the world’s biggest 
maker of military and 
commercial aircraft, and a 
group iff European 
companies, Including some 
from the former Soviet bloc. 

The venture, called Sea 
Launch, is only one of the 
space activities in which 
Boeing is involved. 

By taking over McDonnell 
Douglas and parts of 
Rockwell International hi 
1996. Boeing has become a 
preeminent power in the 
space business. Its activities 
range from Sea Launch to a 
joint venture with 
Microsoft’s BUI Gates to 


build an “internet in the 
sky". Boeing is now Nasa’s 
single biggest contractor 
and the leading co n trac to r 
to build the International 
Space Station. 

The International Space 
Station, scheduled for 
completion to 2003. win be 
a huge, permanent orbiting 
laboratory for scientific 
research. Described by its 
champions as “tea largest 
peacetime cooperative 
scientific programme in 
history", the station b 
being built by companies 
from Europe, the US, Japan, 
Canada, Russia and BraziL 

Boeing fa involved in a 
range of other space 
activities. They include: 

• Sea Launch: Boetog has 
a 40 per cent stake to Sea 
Launch and Kvaemer, the 
Norwegian shipbuilder, has 
20 per cent Hie rest of the 


venture is owned by 
RSC-Energia of Russia, 
which has 25 per cent, and 
KB Yuzhnoye/PO 
Tuzhmash, of the Ukraine, 
which has the remaining 15 
per cent 

The venture has its 
headquarters in Long 
Beach, California -selected 
for its proximity to the 
region's satellite 
manufacturers. Long Beach 
also hosts the dodttog 
facilities for the vessels 
which will be used for the 
ocean-based launches. 

There are two vessels. The 
first Is an assembly »n«i 
command ship, bunt at the 
Govan shipyard to Glasgow. 
It has accommodation, 
recreation, medical and 
dining facilities for 240 staff 
and customers. It also hosts 
the mission co nt r o l centre 
which will supervise the 


launches. These will take 
place from the second 
vessel, a self-propelled 
converted oQ platform. 
Measuring 486ft by 220ft, 
the platform has a hang ar 
to which the launch vehicle 

win be transported to the 
Pacific Ocean launch site, 
along the equator. 

• Delta: Boetog acquired 
the Delta rocket business 
when It bought McDonnell 

Douglas. Delta fa a 
programme as old as the US 
space industry itself. The 
Delta rocket, which was 
first used by Nasato I960, 
was based on a US Air Force 
intermediate-range ballistic 
missile, the Thor. 

Untll the early 1980s, 
Delta was Nasa’s 
workhorse. In 1984, 
however. McDonnell 
Douglas decided to shut the 
Delta production time, 


following the US ' 
government’s decision that 

all satellites should be 
bundled using the Space 
Shuttle. In 1986, however, 
the explosion of the Space 
Shuttle caraHenger resulted 
in President Reagan 
reversing this policy. Delta 
was back to business. 

With tiie end of the cold 
war, and the fall to military 
budgets. Delta bad to begin 
shifting its emphasis from 
military to cnmtnarrinl 
space activities, which were 
dominated by competitors 
such as Arianespace, the 
European consortium. 

Boetog has developed 
Delta 133, a new rocket, but 
Its first launch failed last 
month. Delta m is the first 
of a new generation of 
rockets aimed at competing 
with Arianespace. It has 
twice the carrying capacity 


of ifa predecessor. Delta IL 
The company hopes the 
new rocket will help ft 
achieve a substantial shift 
from defence to civil 
business. Gale Schluter, 
vice-president of Boeing’s 
expendable launch systems 
division, says: “Ten years 
ago, our business mix was 
75 per cent department of 
defence, 20 per cent Nasa 
and 5 per cent commercial. 
In the early 20005, our Delta 
satellite mix will be 20 per 
cent military-" 

• Tekdesie: This is a 
project which brings 
toother some of the 
principal figures fa 
international 
gom iwnnl naWnnc amt 
finance. launched last year 
by Bill Gates and Craig 

McCaw, the 

telecommunications 
entrepreneur, TetedesJc has 


since attracted Boeing, 
Motorola, the US electronics 
company, and Prince 
Alwaleed bin Talal, the 
Saudi international 
investor. 

Teledeslc’s aim is to 
.provide affordable access to 
telecoms, . 
videocon feren c in g, 
totouctive media and the 
internet to people who have 
until bow sot bean able to 
afford them. Telecoms 
services in much of the 
world are based on 
old-fashioned analogue 
copper networks. 
Governments and telecoms 
companies in . many of these 
countries are unlikely to 
hare the money to upgrade 
these to digital services. 

This, say the Teledesic 
partners. Is where they 
come in. By launching 

hundreds of low orbit 


satellites, they will be able 
to offer internet access and 
many other forms of 
communication around the 
world. 

“Increasingly, institutions 
and individuals are using 
broadband connections for 
internet access, computer 
networking and 
telecommuting," the 
Teledesic partners say. 

“But step out of the cities, 
and these flbre-fike 
telecommunications 
services become unavailable 
at any price. Despite the 
vast promises of the 
information superhighway, 
these services are simply 
unavailable to most of the 
world's citizens;" 

Boeing's role will be to 
design, build and launch the 
network. 

Michael Skapinker 



<]kP, ^ 





FINANCIAL TIMES THURSDAY SEPTEMBER 3 1998 


'» £> IJS& 


■Ti : - S ■: V-.V-AT, ~-w :* ’ 

W * ■ - * * ^ ‘ }a ( _ Jj* f * if m • '■ ■•■* Vvy A 


■ . 'A /» v ' .• va / Km 


'* • • "* •’ '•••'•■•. " '■■■'* "■ ' *:.. ^SKajr.'ien :::r.:: .■£.::.♦: ■.'3.. ;•.*■■■ • . ... •• 


.V-.'. 1 . y. *■■* \v 


■ - ■;■■ * ^ ‘ J-*;*' ■■■♦,■ ■* 


1; • . . !• . /♦’; Jfc • “ Sv T,^ a . 


:■ ■• ■ -"A . ■"••."• :*•» • ; • . V • 1 , V‘ s • ... ' Lr.v*i£: V : " *' S:?i . ™ ••■■ : Aj*. .r::^ 5^""':^:::, 

■ _ j ^ ■ ■; ’ * " ,i " ■■ ■' !"""""""^ * "* '. ^ .i! ^ ^ ;■ ^ 

; •• ." 4 " A; A ;; '' ■ V 4 -Ji " “ ■/■' ; ; : i .• v , / s >. ■ .. 4 . , 1 ,;V^.;;',,. ; r. 4 : .... ' ' w* ; : S ';-'- 4 ..: 

“ ■ ’■■'••' I ' ■, •;■" ’ "’ •**■■■■••' "".■ . "I . ■'* ' ■ * ••■ . ; V- -t,"— V :n»V<t\. .‘»w •* •&*■■■ •"•.».'••'*■■■ “.-"jfr ■' >. *'Jy ;■" ; i(.(JJv 

^ " . v ‘ " ." .. . . 3 ^ ■■ .:v ''* 1 ■' '■■ y^" i'-.. V-' * '™.' { .^.!i ly V.'v. " '^V -| (v 

....'.. .. .'.’ j’ 1 ", ■ ■' ■■ ; " '..V \S. ! <*■■;' __ ;■'■.... ’. . "!.- •;■ ■;./ . ]. ■ _ ;..:».i.j ...«*".' A* "V • ’ - - ~v •:■»■ /"ijiiiV' - ■" .'. . 

i. ■*..* ■ ' '* / s ■*.•__ *•■•; ■ . " ■ ■"• ■■ .. " ■*.*" . »• “..^.jj. •■ Vs". "’ * ■■< " yt. ‘ ''JS', ' 




Li fe J; ;■ " *"■ ^ ■ 






^Miaf 










35 


»y «. . ,» 


? <v »- 4 




•* ' . • J . 
:?* V - ••• '•• •:• 
■•-■*.'.> ■ ■ 




• ‘ <" :" .-. 


•f...;w. \ .'.vi':; 

.' " •'••'r». 1 '*. - . • • •< ' it 

> s ^ , V <■ y, ./• V 
• ••<'*•»'**•* ' . •" '• 
'. ',•• ■• •••%". •• . ":' K \ 
■;<r' . \ '. 'X* 

:•..... .v. '♦■ 

. "'» ihv . . , '.Vvj* 


• . w . “ * < * • rv^ -. *' Vi. * it.- 

• ‘ •••..'■ I'l ' ••” t... »'.i *.''., ••. ' v 

"L..' • '.' . •• i.-vf** ..••*. 



Wivct: ya 








m 


Enm 


SLf.' ; 







V 3 *«t‘ 


.m 




^.-r- 


• • -A i : r ; 


\ 


W-d*.-'.,: . 


■ . . 




W y Zd 



r i *-.V : 






















































FINANCIAL TIMES - THURSDAY SEPTEMBER 3 l*?9S 



FARN BOROUGH AIR SHOW* by Michael Donne 


All set to break records 


Recent decisions 
have confirmed 
Famborough’s 
importance in 
world aerospace 

T his year's Farnbor- 
ough International air 
show (FI98), run by 
the Society of British Aero- 
space Companies (SB AC) 
from September 7-13, is 
already set to be the biggest 
yet, with exhibition space up 


10 per cent and sold out long 
ago, more than 1.000 compa- 
nies participating and more 
on the waiting list, and 
exhibiting countries up from 
31 to 40. 

In business terms it is 
hoped the show will be the 
best yet. beating the £8bn in 
orders announced at the 1996 
show. Attendances may top 
the 1996 record of 280,000 
(130,000 trade and 150,000 
public). 

The Farnborough area has 
been synonymous with aero- 


nautical activity for more 
than a century, since a bal- 
loon section of the Royal 
Engineers was formed dose 
by at Aldershot in 1890, fol- 
lowed a few years later by a 
Balloon Factory and School 
in Farnborough itself (on the 
site of what eventually 
bec am e the Royal Aircraft 
Establishment-Defence 
Research Agency). 

Early tins century, con- 


taken there, followed by 
powered aircraft. The leg- 
endary American aviator 
Samuel Cody, Chief Kite 
Instructor to the British 
Army, built his own powered 
aircraft and flew it on Octo- 
ber 16, 1908, on Laffan’s 
Plain., eventually also win- 
ning the War Office's mili- 
tary aeroplane trials there in 
.1912. He was killed in an air 
crash on Lagan’s Plain on 


struction by the Army of August 7, 1913. 


man-carrying kites and then 
small airships was under- 
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Farnborough 96 attracted a record total of 28(M>0O visitors: 130,000 trade and 150400 pubfic 


The SBAC’s own direct 
association with Farnbor- 
ough now covers half a cen- 
tury, its first show there 
being held in 194S. 

At this year’s show, the 
SBAC will be placing great 
emphasis on "Youth in Aero- 
space” to improve the indus- 
try’s image in a competitive 
recruitment marketplace. It 
will also be highlighting 
"Aerospace Supporting the 
Community", a sustained 
campaign to raise the profile 
and awareness of the bene- 
fits of the industry to the 
nation. 

OK aerospace industry 
turnover in 1997, with 

121.000 employees, was lust 
over £l5bn, with 75 per cent 
exported, and tbe industry 
consistently contributes 
more than £2bn a year to the 
balance of payments. 

There are now well over 

1.000 air displays or air 
shows held in various parts 
of the world every year. 
Some are simple one-day fly- 
ing displays with no signifi- 
cant trade value other than 
to thrill crowds and perhaps 
make some money from visi- 
tors. Others are serious 
trade promotions, designed 
not only to demonstrate Indi- 
vidual countries' aerospace 
achievements to their own 
populations but also to stim- 



Bombardfer's new Global Express (centre) and Lsarjet 45 business Jets and the 0400 70-seat regional aircraft lliiae at tbe eight 
Bombardier aircraft scheduled to go on show at Farnborough this year. Global Express, developed with kftemationer partners, and wth r 
high UK content. La a testing con tender aa the platform foe the UK Ministry of Defence Airborne Stand-off Radar (Astor) programme. ■ 

Short Brothers, the Belfast-based aerospace co mpany, play a big role in the design and manufacture of Bombanfier aircraft pmibow* 


ulate overseas interest in regions they repre- 
what those countries have to - sent - Asia-Pacific and the 
offer. At the highest level, Middle East - and of increas- 


they are Important multina- 
tional competitive aerospace 
arenas in their own right. 

Farnborough and the Paris 
Salon de L’Aeronautique at 
Le Bourget have achieved 
the highest level, in fierce 
rivalry but held in alternate 
years by mutual agreement 
eo as not to dash with each 
other, with neither accepting 
the other’s claim to be the 
biggest and best. 

Next are the Singapore 
and Dubai international air 
shows, also held in alternate 
years (in February and 
November respectively), 
dominating the respective 


ing importance, but not yet 
in the Faroborough-Paris 
league. . 

Two developments in tbe 
recent past have served to 
confirm Farnborough ’e 
importance in world aero- 
space and to secure its 
future. The first is tbe deci- 
sion to change the date of 
the show. This year’s will.be 
the' last to be held in Septem- 
ber; July 24-80 will be the 
new dates for the year 2000. 
This move has been dictated 
by customer pressures, pri- 
marily from the US, but also 
from continental Europe. 

Analysis of customers’ 
comments revealed that a 
mid-summer date was prefer- 
able to September, parity to 
get It over before the tradi- 
tional August holiday sea- 


even tsin the UK around that 
time may help to attract for- 
eign visitnrS- 

. The second, development 
has been the long-awaited 


mait of £30m in the facilities *■ 
for its bienniel show, has 
been confirmed as a perma- 
nent occupier of those (acui- 
ties into the new millen- 


confirmation of Farnborough nfrxm. 


as the venue for SBAC 
shows into the new mfilen- 


TAG's own plans for the 
everyday use of the airfield 


nium. It had been feared are stiff subject to the out- 
that following the decision come of a public inquiry 


by the Ministry of Defence to 
relinquish its own use of the 
Farnborough airfield, and 
move its Defence Research 
Agency , and other activities 
elsewhere, the airfield might 
he closed altogether. But 
after much discussion, it was 
confirmed; in October 1997. 
that the TAG group (Tech- 
niques d’Avant-Garde) had 
been selected by MoD as the 
new operator of tbe airfield. 

TAG’S aim is to invest 
£25m in the airfield, to turn 
It Into an Important dedi- 
cated business aviation cen- 


son, partly because of pollti- ' tre for London, now urgently 
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cal influences in the US 
(September sees the start of 
intensive political activity in 
the run-up to elections), and 
partly, because in July there 
are longer hours of daylight 
and (hopefully) better 
weather. Furthermore, other 


needed especially as pres- 
sures of air traffic growth 
are tending to squeeze busi- 
ness aircraft operations out 
of the big airports such as 
Heathrow and Gatwick. - 
The SBAC. which over tbe 
years has made an invest- 


being conducted by the local 
Rush moor Council. Tbe aim 
la to find a suitable compro- 
mise between the Deeds of 
TAG as the airfield operator, 
the need to replace the 
income lost to the locality 
caused by tbe departure of j* 
the MoD, and the continuing f 
environmental concerns o 
local residents. « 

Ther e are presently about \ ■ 
13.000 aircraft movements a 
year at the airfield, but TAG 
would like to see about dou- 
ble that number to make its 
plans effective, with, an "air- 
craft noise contour" system 
introduced rather than a spe- 
cific ceiling on aircraft num- ' 
bers. Even so. only modem, 
quiet aircraft would be 
allowed to use tbe airfield. 

The outcome of tbe inquiry 
is expected in about the mid- 
dle of next year. 


CHINESE SPACE INDUSTRY* by James Kynge 


Wmm US technical input 
: wWWm sparks controversy 


lirket 1 


Much commercial p* .5* 

• * . , satellites before 2006. with 

interest naes on an option for five. more. 

whether the US Insurance costs have 
^ !•_.* dropped significantly as 

decides to limit China has regained a reputa- 

launch approvals 410,1 for reliability after sev- 
_ eral failures. In January 

"Y ust as China's aerospace 1995. a Long March 2E 
business was emerging rocket blew up shortly after 
Impressively from the blast off. In February 1996. 



cloud of several satellite 
launch failures in 1995 and 
1996, a storm of controversy 
over whether US companies 
transferred sensitive techni- 
cal information to the coun- 
try’s space programme has 
blown up. 

A US congressional Inves- 
tigation into possible 
improper leaks of rocketry 
expertise to the Chinese by 
Hughes, a subsidiary of Gen- 
eral Motors, and Loral Space 
and Communications, a US 
satellite manufacturer, has 
the potential to delay and 
disrupt demand for Chinese 
launches from the US. ana- 
lysts said. 

Executives from both 
Hughes and Loral deny any 
improper transfers to the 
Chinese, but sharp criticism 
by some influential figures 
in Washington of the US 


pat into orbit at least five Space- Technology tCast) V ' 
satellites before 2006. with announced plans this year to 
an option for five. more. develop, indigenous high • ' 
Insurance costs have capacity satellites for mobile 
dropped significantly as and direct broadcast conanu- 1 
China has regained a reputa- ni cations starting with the 
lion for reliability after sev- Dongfang Hong 4 series. It is 
eral failures. In January also planning a range of new 
1995. a Long March 2E environmental, ocean moni- 
rocket blew up shortly after taring and remote sensing 
blast off. In February 1996. satellites called Ziyuan. 
the SB. carrying the Intelsat Feasibility studies are 
708 satellite, crashed. And in being conducted for lunar 
August of the same year, a and Mars probes. "China will 
Long March 3 rocket foiled actively participate In deep 
to put Its Chinasat-7 Into space exploration during the 
proper orbit- 21st century and Chinese sci- 

Bnt in August 1997, China entists are expanding 
used the Long March 3B to in-depth research concerning 
out into orbit a comm uni ca- various scientific objec- 
tions satellite owned and lives, ” said Yuan Jiajun. 
operated by the Mabubay vice-president of Cast 
consortium, led by the Phfl- Co-operation with Russia 
ippine Long Distance Tele- has begun in preparation for 
phone company. Tbe manned and unmanned 
reported launch cost of flights to the moon and . 
$240m was said to be about beyond. A group of Chinese^ 9 
half the price tag for a US or doctors attended the Yuri 


half the price tag for a US or 
European launch, industry 
executives said. 

And in July this year. 
China launched its first 
European-made satellite, 
SinoSat-1; manufactured by 
Alcatel Space of France, on a 
Long March ' 3B rocket. 
Zhang Xinxia,' president of 


approval process for Chinese - .the China Great Wall Indus- 


Thirty miles 
south-west of London 

we'll be able to show 
you much more. 


Smiths Industries is creating new opportunities for commercial aviation 
worldwide. For Alaska Airlines, our GPS-integrated dual flight management 
system led the way to more effective use of airspace as well as delivering a 
range of cost and operational benefits. At Farnborough we will show how 
our technologies can work for you. Come and see us in Hall 4. 

You can find us at smrthsMd- aero spqcexom/fc m thorough 
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launches threatens to dis- 
rupt business. 

Trent Lott, the senate 
republican leader, said in 
July that the Chinese mili- 
tary benefited from the 
launches of US commercial 
satellites. The Republicans 
have focused their criticism 
on the Clinton administra- 
tion's decision in 1995 -to 
-move the primary authority 
for licensing launches to the 
Commerce Department from 
the State Department. Mr 
Lott said that tbe Commerce 
Department’s export con- 
trols were “wholly inade- 
quate" to- prevent transfers 
of sensitive technologies. 

Much commercial interest 
is riding on whether tbe US 
decides to limit approvals for 
Chinese launches. China’s 
launching centre in XI Chang, 
in the south-western prov- 
ince of Sichuan, offers steep 
discounts compared to com- 
petitors In Europe and the 

us; 

Hughes, for one. has 
signed a long-term' contract 
with China Great Wall 
Industry Corp. the state-run 
company that handles com- 
mercial launch contracts, to 


try Corporation, said that 
the launch demonstrated the 
wide prospects for Sino- Eu- 
ropean co-operation. 

it is a fact not lost on US 
satellite companies that any 
imposition of new limits on 
Chinese launches would 
cede competitive advantage 
to European and other com- 
petitors. For 'their part, tbe 
Chinese are anxious to avoid 
any drop in US demand. A 
senior Chinese aerospace 
official offered the following 
reassurance: --‘'China's 
involvement in the interna- 
tional aerospace service mar- 
ket is a purely commercial 
activity. We would not use 
this as a means to obtain 
foreign technology." 

Since’ Its first commercial 
launch of a foreign satellite 
tn 1990. Chiba has put IS 
into orbit, according to offi- 
cial statistics; The govern- 
ment now has ambitious 
plans to boost its share of 
tbe international launch 
market from less than 10 per 
cent currently, and to partic- 
ipate more fully .in other 

aspects of a 21st- century 
space race, officials said. 

The Chinese Academy of 


Gagarin Cosmonaut Train- 
ing Centre near Moscow, as 
part of a Sim contract with 
Russia to help transfer 
space-related expertise. 

China plans to use an 
'upgraded version of Us Long 
March 2E rocket to launch 
its manned flight mission 
and to manufacture its own 
manned craft. However, it 
may yet buy more equip- 
ment from Russia such as 
manned spacecraft docking 
units, life support unite and 
other items. Russia is also 
assisting in the development 
of a heavy lift booster which 
could place 20,000kg Into low 
earth orbit, sufficient to 
launch the component parte , 
of a space station. IF 

Officials declined to say T ■ 
how much China had ear- 
marked for investment in 
the space effort, but one 
said: “The- future of China’s 
aerospace industry is glori- 
ous.”'." 

The first step, between 
2000 and 2010 would include 
missions to map the topogra- 
phy of the moon, explore its 
internal structure, establish 
a base for installing instru- 
ments, conducting scientific 
experiments and developing 
human life support and 
energy production systems. . 

. The second phase, between* 

2011 and 2030. could see the 
establishment of a manned 
lunar base. China Is keen for 
international cooperation to 
achieve these aims, officials 
said. 
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